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A Banker's t's Diary 


THE diplomatic stage has been particularly crowded during the past month 
with the mee tings in London of the American, French and British foreign 
ministers, the subsequent meeting of the twelve North Atlantic 








The Treaty Power ministers, the Sy dney Conference on economic 
Schuman help for South-East Asia, and, at the other extreme of the 
Plan diplomatic pole, the visits of high United Nations’ officials to 


Moscow. Amid all this talk, one concrete proposal has emerged 

—sufficiently bold in its design and broad in its sweep to dominate the whole 
political and economic scene. This is the French foreign minister’s proposal 
for a pooling of the iron and steel industries of Germany and France and the 
yeccompanying invitation to all countries in Europe to collaborate in the scheme. 
[he offer was made immediately before the three ministers’ conference in 
London and was sufficiently unexpected—and sufficiently well stage-managed 
—to catch the limelight focused upon those talks. It gave the initiative to 
France. It earned the plaudits of the United States, drew approval from 
Germany and oe from Britain the familiar air of surprised and somewhat 
agerieved toleration that is now the traditional first British reaction to any 
move towards greater European unity. M. Schuman’s plan has no deep- laid 
plot behind it. It springs naturally from a desire to bury the hatchet, to 
achieve loyal co-operation between Germany and France, to internationalize 
in industrial concentration of power that in the past has all too often fed 
war between Gaul and Teuton with occasional ricochets for Anglo-Saxons. 
[It is one thing, however, to propound so magnificent an idea. It is quite 
another to clothe it with the detail of a specific scheme. For the process of 
working out such a scheme is bound to crystallize in their sharpest forms the 
many fundamental problems that remain blurred, and are therefore con- 
serie tly evaded, when proposals for the economic unification of Europe are 
reated in terms of vague generalities, as they have so often been in the past. 

If there is to be a European coal and steel authority, considerable powers 
will have to be delegated to it from all member countries. It may be relatively 
easy to secure such delegation of powers so far as they concern the allocation 
- — and control of prices. But if the Schuman plan stops there it will 
>no boon but an evil. The propose -d authority must go further and be allowed 

to make decisions about capital development, the c losing of relatively inefficient 
plants, the freer moveme nt of men and materials among member countries, 
and other kindred but awkward subjects. If national sovereignty is to be 
abandoned in these important respects, as it must be if there is to be any 
substance in the plans for economic unification of Europe, considerable changes 
will have to be wrought in the British Government’s powers of control over 
the domestic economy, over the investment programme and last, but not 
least, over full employment. It is not altogether surprising, therefore, that the 
French initiative should now be quizzed with considerable care and that there 
should have been a distinct lack of fervour in the British official response to 
M. Schuman’s invitation to come in. These doubts and vaca are 
understandable. But it is none the less clear that it would be a major tragedy 
if the plans for the internationalization of Western Europe’s coal and steel 
industries were to go forward without British participation. Britain has not 
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as much to fear from rationalization as most other countries of Europe. Her 


steel industry stands to gain from the closing of less pee existing plants 
and from a decision that development should go forward only in those areas 
that can produce at least cost. Her coal industry n ight have to have its own 


tail clipped—but that is a policy to which the Coal Board is already committed 
for the long term. In sh at. on every ground of e xpediency, economic as well 
as political, Britain should become a founder member of the new group— 
and a member who will be constantly urging the new authority forward to 


full utilization of its powers. 


THE Sydney Conference of Commonwealth Ministers got off to the difficult 
and somewhat strident start that has attended some other encounters in 
which Australian delegates have gone in to bat on their own 

S.E. Asia home wicket. The main point of difficulty seems to have 

and been a difference of conception about the speed at which action 

Sterling was called for, the British being inclined to a leisurely gait 

and a wide, long-term view of the problems involved, whik 

Australians, being closer to the point of impact of the Communist advance 
in South-East Asia, favoured the formulation of immediate plans of action. 
rhese initial differences have now been smoothed over and there is no doubt 
that a formidable plan of development is now in the incubator stage. If 
that plan is to meet the challenge of the times, however, it is quite clear that it 
will have to mobilize in its cause resources of countries that did not take part 
in the Sydney discussions. It is, for example, impossible to contemplate the 
defence and development of South-East Asia without taking into account the 
industrial potential of Japan and the interests of countries like France and 
the Netherlands, whose overseas territories are as much involved as those of 
Great Britain. Most important of all is the réle that the United States must 
play in this immense counter-offensive against Communism. 

It is on this particular aspect of the situation that the problem of sterling 
balances has reared its hes again. The American, British and Canadian 
Continuing Committee in Washington, which has had this subject under 
discussion ever since last September, has considered a British memorandum 
suggesting the int« wy enh, of direct American aid to under-developed coun- 
tries W we a writing down of those countries’ claims on Britain. This paper 
was put forward as an exchange of ideas and could by no stretch of the imagina- 
tion be described as an official British proposal. Unfortunately, unauthorizé ved 
versions of it appeared in the British and American Press, and these disclosures 
may seriously militate against any further development along these lines. In 
he U.S. Congress the memorandum has been criticized as an “ impudent 
proposal ’’, while countries such as India and Pakistan have immediately sent 
sharp reminders to London that they must be consulted before any deal of 
this kind is negotiated. The matter is evidently one in which the United 
States must take the initiative. There is a great deal to be said for killing 
two birds with one stone—giving dollar help to South and South-East Asia 
and at the same time helping sterling along the long road to convertibility. 
It is not for Britain, however, to make proposals of this kind, and the leakages 
from the British working paper are doubly unfortunate in that they have 
created the wrong impression on this point. It would therefore be wise to 
assume that if American help is to be mobilized for the plans discussed at 
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Sydney—as it must if those plans are to achieve the objectives they have in 
mind—it will have to come independently of any scheme for dealing with the 
sterling balances 


LorD BALFOUR OF BURLEIGH is to be congratulated for his courage last month 
in devoting his valedictory address as President of the Institute of Bankers to 
some frank speaking on the problems of bank staffing and 


The recruitment. Any open-minded approach to these questions, 
Banks as the series of special studies published in THE BANKER in 
and their 1948 plainly demonstrated, must at once encounter the con- 
Staffs troversial issue of “ two-tier’ staffing. Lord Balfour firmly 


grasped this prickly nettle. Arguing for changes in meerennics ni 
policies, and especially for plans for a much larger intake of University 
graduates, he quoted from the recent report of the Carr-Saunders Committee 
on University and technical education for commerce: 

, young people with ability and enterprise are able to go in larger numbers to 

universities, and the result may be that any occupation which neglects the graduate 

will recruit largely from among those who are below the average in these qualities. 
The argument, it is important to recognize, is not that the banks’ traditional 
method of recruitment direct from the schools—for all except a tiny fraction 
of their staffs—has worked badly in the past; it is that it peer work well in 
the future. Post-war experience of the staff departments, Lord Balfour said, 
has shown that the extension of higher education is already “ skimming off 
the cream ”’ of the traditional source of personnel; the “ skim” will become 
steadily larger as the physical capacity of the educational system grows. From 
this it follows that the banks will need to take a proportion—and probably an 
increasing proportion—of recruits from the Universities if they are to maintain 
the same type and average standard of staff they have secured in the past; 
‘from this aspect, it would be the quality that we were after, not the university 
education per se’ 

To attract such recruits, they would have to be given “ full age seniority 
on entry with payment of an initial wage based on age, and no less opportunity 
of advancement than is — to all bank clerks . . . who prove themselves 
suitable for promotion ’’. If full employment continues—and especially if the 
Civil Service remains large pie e the teaching and medical professions, among 
others, continue to expand—these conditions may under-state the necessary 
inducements. But even they will not be readily acceptable to bankers and staff 
managers of the old school. They and their staffs would do well to ponder, 
however, Lord Balfour’s contention that, though any formal or rigid “‘ two- 
tier” system would be repugnant, “‘ the existing staffs, however homogeneous 
in education and social back ground, do in fact eventually divide themselves 
into two broad classes corresponding to the two kinds of employees which the 
banks have to offer ’’—the day-to-day routine that is the backbone of banking, 
and the executive and managerial positions that call for willingness to take 
responsibility, often very great responsibility. There is no escape from this 
division of functions, nor from the logic of Lord Balfour’s argument. The next 
twenty years or so will inevitably witness great changes in the traditional 
staffing policies. Those who fear them—as many do at present—will best 
serve the interests they have at heart by devoting their energies not to resisting 
new schemes but towards ensuring that they are founded on those principles 
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of flexibility and mobility without which it will be tmpossible to give reality 


to Lord Balfour's condition that “every junior must continue to have a 
C.G.M.’s baton in his attaché case ”’ 


HE trends shown by the clearing banks’ statement for Aprii—like those 
shown by its recent predecessors—need to be interpreted with more than 
usual caution. Since the April statement spans the turn of 


Sharp the nation’s financial year, any snap comparison between the 
Rise in level of bank deposits and assets in mid-March (when vast 
Bank imounts of money are still being shunted round the economy) 
Deposits and their level in mid-April (when the season of revenue 
deficits has begun) is apt to give a distorted picture of banking 

experience in the interim. Nevertheless, the increase recorded in this April's 
statement is sufficiently marked to give rise to the uneasy suspicion that the 
overall stability of bank deposits, which has been effectively maintained 
ypart from seasonal fluctuations) for nearly two years, may now be in danger 

! paired. Net deposits rose by £76 millions this April or by £32 
ullions more than in April last year; a large part of this increase is explained 

by a ri f {36.7 millions in advances—nearly £22 millions more than their 
Se | il, 1949. No doubt the latest expansion partly reflects the needs 


b.i.A. (the effect of whose repayments out of the proceeds of the new 


will first appear in the clearing banks’ statement for May); no 


April Change on 
1950 Month Year 
fm {fm fm 
Deposits - 5943.0 60.0 42.9 
*“‘ Net ’’ Deposits* .. 5663.4 75-9 2.0 
j 
Cash wa ee ma ai 492.8 (8.43) -. 3.9 - i 
Money Market Asse 1707.3 (29.2) 68.1 127.7 
Call Money : ‘ 530.2 (9.1) - 3-4 49.7 
Bills wa 1177.1 (20.2) 71.5 378.0 
Treasury Deposit Receipts 402.0 (6.9 42.0 623.0 
Isvestm pl ldvances 3132.6 (53.6) 36.2 197.0 
Investments 1502.4 (25.7) 5 1.5 
Advances : 1630.2 (27.9) t+ 30.7 + 195.0 
*After deducting items in course of collection. + Ratio of assets to published deposits 
ubt, too, the increased cost of carrying stocks in these past seven months 
1ade some increase in the level of bank advances inevitable. But it ‘s 
rt ‘ting that advances have now risen by almost exactly £200 millions 
wce August, in contrast with {108 millions in the similar period of 1948-49 
Phi te of incr will h o slacken very substantially in the next few 
months if deposits are not to rise sharply now that the period of revenue 
uses (and therefore of heavy floating debt retirement) is past—especially 
as an active balance of payments may now be generating inflationary pressure. 
fhe Treasury’s borrowing on floating debt from the banks seems at first 


sight to have been considerably larger this April than last. In April, 1949, the 
banks’ holdings of money market assets and Treasury deposit receipts remained 
virtually stable; in April, 1950, they rose by £26 millions. It should be noted, 
1owever, that the banks’ cash holdings rose by £26 millions in April, 1949, 

ympared with a rise of less than £8 millions this time (there was, in fact, a 
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temporary glut of credit on make-up day last year). Moreover, the less rapid 
Easter expansion in the active note circulation this year (and the timing of 
the holiday compared with the timing of make-up day) meant that the Treasury 
was receiving some {17 millions less finance from the central banking system 
than it received during the period covered by the clearing banks’ April state- 
ment in 1949; it had therefore to raise more on floating debt from the com- 
mercial banks 


In view of the increasing importance of problems relating to the mechanics 
of the capital market, particular attention deserves to be drawn to Sir George 
Barstow’s address last month to the shareholders of the 

The “ Pru” Prudential Assurance Company. The speech was notable not 
and its only for its effective reply to the advocates of “‘ mutualization ” 

Assets but because it threw interesting new light on the Prudential’s 

investment policy. The Labour intellectuals’ published case 
against the private assurance companies has always seemed to be little more 
than an ex post facto rationalization of a vague emotional urge to hit at big 
business. In so far as that rationalization has had any form, however, it has 
grouped itself around three main arguments. First, it has drawn attention 
to certain uneconomic features of the present collecting system in industrial 
assurance; this criticism still has some v vali lity, but since the “‘ mutualization ”’ 
scheme would perpetuate these uneconomic meena it is a criticism that is 
out of court in the present debate. Secondly, the critics have argued that the 
equity portfolio of large institutions such as the “ Pru”’ gives them socially 
undesirable powers of control over British industry. This argument, which 
may have impressed some sectors of moderate as well as of extreme opinion 
in the past, can now be dismissed; in his speech Sir George Barstow made the 
interesting revelation that it is the deliberate policy of the Prudential to avoid 
taking over control of the companies in which it invests and to abstain from 
taking part in the conduct of their business. 

The third argument put forward by the critics of private conduct of 
assurance business has concerned itself with the investment policy of assurance 
companies. This argument has had two mutually contradictory sides—one 
of them always essentially silly and the other more worthy of consideration. 
The silly side of the argument has been the suggestion that insurance com- 
panies refrain from giving due support to gilt-edged, in the hope of embarrassing 
the Government and of lowering its credit. Since the companies are large 
holders of gilt- edged they would be the first to lose by such a manoeuvre; 
those who mech in the City of London—unlike some who work in the neigh- 
bouring City of Westminster—are unlikely to cut off their own noses merely 
to spite other people’s faces. Sir George emphasized that in 1949 the “ Pru ”’ 
increased its gilt-edged holdings by over £12 millions and did not at any time 
of the year reduce its holdings; the gilt-edged market in 1949 would have been 
a good deal less stable than it was if {950 millions worth of securities had not 
been in the firm hands of insurance companies who can afford to take a long 
view in gauging investment prospects. On a different plane is the fear that 
the steady increase in the proportion of new savings that come to the market 
through large institutions may mean a corresponding shrinkage in the supply 
of risk capital for industrial enterprises. Sir George Barstow revealed that 
some {63 millions (or rather over 16 per cent.) of the Prudential’s net new 
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investment last year took the form of purchases of ordinary shares; the group 
also purchased £8 millions of new property, £8} millions of debentures and {£5} 
millions of preference shares. It is most unlikely that the holders of industrial 
assurance policies—or any other small savers in present circumstances—would 
have invested a larger proportion of their savings in risk-bearing media. If 
there is a tendency for the post-war London capital market to be lopsided, 
the fault lies not in the growth of big institutional investors, but in the fact 
that private investors are being smothered. 


Tue Industrial and Commercial Finance Corporation is now four and a half 
years old. It has reached the stage where some of the enterprises it helped to 
launch have already sailed out into smooth waters, where 
Role repayment instalments have begun to flow in satisfactorily, 
of the where accumulations from net profits (amounting to some 
[.C.F.C. £234,500 in the twelve months to end-March, compared with 
a net loss of £27,000 in the previous six months) have more 
than made good the deficiencies of early years, and where the total of loans 
and investments outstanding exceeds £15} millions. In short, the I.C.F.C. is 
no longer an experiment but an established part of the London capital market. 
Its progress to date, however, has not been altogether free from difficulties. 
Some of the £54 millions of loans made between September, 1945, and Septem- 
ber, 1947, went awry; most of the provisions for doubtful debts that the 
corporation has had to make (a further £190,000 was set aside in the latest 
accounting period) have resulted from contracts concluded when it was feeling 
its way in that early phase of post-war reconstruction. Since 1947 the cor- 
poration’s policy seems to have been less venturesome and its practice more 
vigilant. It has not hesitated to move its rates up into line with those ruling 
on the new issue market and to vet all applications stringently. As a result, 
although applications in the year to March, 1950, were running—perhaps 
rather hesitantly—at a level as high as any yet reached, the net increase in 
outstanding loans and investments amounted to only £3.3 millions during 
the year. For a period of such high economic activity, this is a much smaller 
call upon the corporation’s resources than might have been expected from 
pre-war assumptions about the extent of the so-called ‘“‘ Macmillan ’” gap. 


Many in the City, and many far beyond it, mourn the death last month, at the early 
age of 53, of Hargreaves Parkinson, until recently editor of the Financial Times. Ina 
professional career embracing successively the City Editorship and Associate Editorship 
of The Economist, Editorship of the Financial News (1938) and, upon the merger of that 
paper with the Financial Times in 1945, of the combined publication, “‘ H.P.’’ had quickly 
won for himself a distinctive place in financial journalism. To many beyond the wide 
circle of his friends and acquaintances he was best known, perhaps, under a pseudonym 

as the creator of the ‘“‘ Lex ” feature in the Financial News, a daily column that struck 
a new note and set a new standard in Stock Exchange journalism. ‘‘ Lex ’”’ brought 
scientific and economic principles to bear upon investment analysis and yet did so with 
a sparkling style that endeared him to all his readers. Parkinson later enshrined these 
principles in his well-known “ Scientific Investment ’’; and in his last book, ‘‘Advanced 
Hatch ” (reviewed in THE BANKER in June, 1949), he elaborated the permutations of the 
intriguing investment system first expounded by the mythical Cyrus Q. Hatch through 
his witty and persuasive spokesman, ‘‘ Lex ”’ 
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Full Cine in Gilt-edged — 


‘HERE have been more spectacular gilt-edged silos than last 

month’s launching of the long-awaited Electricity loan, but few more 

interesting to the student of lone -run trends in the gilt-edged market. 
The terms of this issue carry to full circle the revolution that began almost 
twenty years ago with the beginnings of the cheap money era. Not since 
those distant days of the War “Loan conversion has the British Government 
made or directly sponsored a loan with a “ coupon ” rate as high as 3} per cent., 
which is the rate on this £150 millions of Treasury-guaranteed stock of the 
British Electricity Authority. Before the terms were known, there was 
discussion in the market of the possibility of a medium-dated stock, with the 
object of keeping the “ coupon ” rate down to the 3 per cent. level carried by 
all recent issues. Hence the Treasury’s preference for longer life at 34 per cent. 
has been regarded as an indication that it has finally shaken off any hopes of a 
better yield basis than that established in the market since the middle of 
last year. 

Reflections upon this issue, and its link with 1932, have emphasized anew 
how megnen was the Daltonian effort to make water run up-hill by trying to 
set a 24 per cent. basis for irredeemables. In the intervening three years or so, 
Dr. Dalton’ s inflated ballon d’essai has lost one-third of its substance.. That 
is a sobering thought; but sobering, too, is the depreciation that has occurred 
in the past twelve months. The 3 per cent. Gas Stock could, at a pinch, have 
been placed at par with a life extending into the next century; and only 
official good sense kept it 5 to 10 years shorter than that. Yet this 3} per cent. 
B.E.A. issue, announced on the anniversary of the Gas operation, was placed 
at a full point cheaper with a maximum life sixteen years shorter still—its 
dates are 1976-79. The gross redemption yield of £3 11s. 1d. per cent. offered 
at the issue price thus represented the most costly borrowing since Bank rate 
first descended to its now seemingly inflexible 2 per cent. 

Yet this loan was not in any sense a forcing operation. Its terms in relation 
to current yields offered the merest concession to its size. There was no 
suggestion that, in order to make so large a meal acceptable, it was to be 
offered ‘“‘ below’ the market—as was done on one occasion even during the 
early Daltonian phase. On the other hand, there was equally no careful 
working up of the market level beforehand. This being the case, many com- 
mentators have ions the conclusion that the authorities have finally forsworn 
all weapons of blandishment, cajolery or pump-priming and have decided that 
the path of wisdom is to bow to the will and judgment of the market-place 
itself. Certainly it is true, as we » pointed out as long ago as last January, that 
their policy nowadays approximates more closely to that description than to 
the Daltonian version. But these latest tactics, so far from demonstrating 
afresh their recent conversion to a virtuous orthodoxy, do in fact show signs 
of a slight waywardness, of which the market would be well advised to take 
account. 

The decisive feature of this operation is that the authorities plainly never 
expected the public to take up more than a moderate proportion of the £150 
millions; and were evidently content with this prospect. The fact that the 
issue was technically “ over-subscribed ”’ (applications for £250,000 or more 
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were scaled down to 84 per cent.) may mean, indeed, that the authorities were 
actually a little more pessimistic in their forecasts than was necessary; it is 
generally agreed that they themselves took up at least {100 millions. The 
significant fact is that they made no attempt to sh ape the terms so as to induce 
a larger public response, in the hope of kee ‘ping their own participation within 
the limits of what might be regarded as a normal underwriting operation. In 
short, the authorities have not accepted the judgment of the market: if the 
Treasury had told its market advisers that the terms had to be such as to 
offer good promise that the public would absorb, say, two-thirds instead of 
one-third, they would assuredly have replied that an appreciably higher yield 
basis would be necessary. Needless to say, that would have meant a severe 
jolt to the market, and might or might not have evoked the desired response. 


THe TREASURY TAKES A CHANCE 
‘he Treasury preferred not to run that particular risk. In effect, instead 
of offering the presumed market price for the sum required, it preferred to 
keep the real amount of the borrowing down to whatever volume could be 
absorbed at the pre-existing market level. By so doing, however, it has had 
to run the alternative risk that this relief operation may prove in the end either 
to have given an impetus to renewed credit expansion or to have merely post- 
poned the jolt to the market. In the very short run, it is true, it will not 
cause any net expansion of bank credit, because the first use of the B.E.A. 
cash is to repay bank advances (standing at £65 millions as at March 31 last), 
so that this cancellation of bank credit will offset the credit creation involved 
in the Government’s borrowings from the banks for the payment of its applica- 
tion money and calls. But in the slightly longer run, for reasons given below 
these tactics mean that either the market or the banking system will have to 
forgo relief it might otherwise have got from the employment of Government 
funds—unless the authorities swing back to the bad old ways of giving support 
by deliberate credit creation. Momentarily, as has been shown, they have 
in principle done this already by their willingness to save the market from 
pressure by financing a large chunk of the loan on bank credit. But it is 
only the unusual size of the chunk that justifies the charge that these are 
wayward tactics, as distinct from the normal processes of smoothing a placing. 
There is no reason yet to assume that the authorities do not intend to try to 
return to the path of rectitude. And so long as they do that, the market 
must reckon that in this fiscal year there can be no further net influx of official 
funds ; on the contrary, there may have to be a net withdrawal. 

These considerations are emphasized purely for the sake of promoting 
clear thinking about the future of the gilt-edged market. They are not aimed 
at damping down the more confident feeling lately noticeable in the City, and 
do not of themselves imply dissent from that view. The market may be right 
in its tendency to assume that it can reasonably hope for relatively smooth 
sailing for the next six or nine months. But it needs to recognize the assump- 
tions implicit in any such attitude. At present it seems that, if the market is 
right in its forecast, it will be right for the wrong reasons. Although everyone 
knows that the authorities have themselves taken the full shock of the B.E.A. 
issue, there is no doubt that the subsequent firmness of the market owes much 
to the fact that the launching proceeded so smoothly. This particular reasoning 
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in the market is almost wholly illogical. The underlying factors that determine 
the framework within which the market operates have not been altered in the 
slightest degree by this operation. The only new consideration is the evidence 
that, despite last year’s « xperic nce of official aloofness from the market during 
its long phase of acute weakness, the authorities are still prepared to treat it 
tenderly when they deem it safe to do so. Instead of merely giving thanks 
for this relief, and of treating it as in itself a basis for optimism, the market 
should be addressing itself to the question whether this tenderness was wise 
and whe ther it is sage to be maintainable. 

In fact, in their attitude towards interest rates the authorities are taking 
4a chance—and it is almost the same chance as the Chancellor took when he 
shaped his recent budget. The test of the adequacy of the budget, as a disin- 
flationaryv force, is whether it ‘will ensure, without inflation, a sufficient total 
supply of savings in the national economy as a whole to balance the total 


projected demands vings. And it is the state of this balance sheet of 
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il insufficiency of private savings by comparison with the 
need for capital dev: lopm nt and maintenance. This dces not mean, however, 
that the secular trend of interest rates is — to be upwards so long as this 
insufficiency persists. The risin ender can be successfully neutralized 


without adding to the inflationary pressures ‘if the authorities can bring current 
supply and demand into balance by budgetary discipline and physical control. 

Present policy aims at achieving such a balance by operating on both sides 
of the account—first, by using investment planning, physical licensing, and 
control of capital issues and bank advances to keep down the real demands 
for capital and, eperyrede by budgeting for a real surplus on current account to 
provide a stream of ‘ ublic ”’ savings sufficient to make good the estimated 
shortfall of private saalen: The primary objective is not, of course, to safe- 
guard the level of interest rates, but to prevent a recrudescence of active 
inflation (which otherwise occurs automatically to the extent needed to enforce 
the requisite increase in savings and/or the requisite curtailment in investment 
demand). But the achievement of this primary objective by these particular 
devices would mean, incidentally, that the “ natural ’’ pressure on interest 
rates was being neutralized—at least for the time being. 


FUNDAMENTAL FAcTORS ANALYSED 

Any analysis of these underlying factors bearing upon the level of interest 
rates—the factors in the savings-investment balance sheet—necessarily leaves 
out of account all those vitally important “ market ” factors arising from the 
constantly changing whims and habits of investors (and borrowers). Because 
of this omission, a state of equilibrium in the basic capital account does not 
necessarily mean that the trend of interest rates will be stable. Any increase 
in confidence among investors could still push rates downwards and a loss of 
confidence would push them upwards—unless the authorities chose to intervene 
to resist these movements by purely monetary action, selling their own long- 
term holdings when the market is good and supporting it by purchases financed 
by new credit creation when it is bad. Conversely, an inflationary disequi- 
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librium in the basic capital account wili not necessarily provoke a rise in rates, 
even though the authorities refuse to create additional credit, lest they aggra- 
vate the inflationary tendency. Even in these circumstances, the “‘ natural 


pressure arising from the underlying disequilibrium may be counter-balanced 


in the market, at least for a time, if investors are feeling more confident. 

Che réle of the basic capital account in determining the level of interest 
rates, and the reasons for the divergencies between the pattern set by this 
account and the actual behaviour of the market, will perhaps be more readily 
grasped if a distinction is drawn between “ real ’’ factors and purely monetary 
factors. The capital account is concerned only with the former—on the demand 
side, with capital outlay that actually takes place, regardless of how the 
necessary finance is obtained (e.g. by realizing investments, by borrowing on 
the market or from the banks, or by merely drawing on a swollen bank balance); 
and on the supply side, with genuine saving out of current income, regardless 
of how the resultant funds are employed (e.g. in purch: asing investments, sub- 
scribing to new issues or repaying bank loans, paying assurance premiums or 
accumulating on bank accounts or in actual c wae i in a tin box). The behaviour 
of the market is determined not only by the relative strength of these “ real”’ 
forces a also by the purely monetary factors—expressing themselves in 
variations in the monetary methods by which a given amount of “ real” 
investment is financed and in the monetary forms in which a given amount of 

real ’’ savings is employed. The net effect of the multitudinous variations 
that are constantly taking place in the purely monetary pattern of borrowings 
and savings can be most readily visualized as a net change in the public’s 
desire for liquidity. When the matter is put in this way, it is at once apparent 
that the monetary factors are concerned with the public desire for liquidity 
in the « Gisposition not only of its currently accruing savings, but also of its 
whole stock of securities and money (generally called “ past savings ’’). 

[f official monetary policy remains neutral, in the sense that it is neither 
arbitrarily expanding nor arbitrarily contracting the supply of money, the 
behaviour of the security markets as a whole will depend upon the two broad 
groups of factors, the state of the “ real’’ capital account on the one hand 
and of the public’s liquidity desires on the other. If liquidity habits remain 
constant, the general level of interest rates will be governed by the “ real” 
factors; similarly, if the “real” factors are in equilibrium, changes in the 
general level will reflect changes in the net demand for liquidity. And if both 
groups are unstable, the market effect of the instability of the one may be 
either offset or reinforced by the instability of the other. In more concrete 
terms, if “ real’’ savings are threatening to fall short of the vege outlays, 
the demands upon the market for the finance of these outlays will involve 
bigger sales of securities than can be absorbed by the inflow of new funds into 
it from “ real’’ savings; but if, despite the fact that the national economy 1s 
in disequilibrium, investors simultaneously decide that they are more liquid 
than is desirable, their efforts to turn cash into securities will provide a purely 
monetary demand that may suffice to offset the whole of the “ real ’’ pressure. 
On the other hand, if they simultaneously desire greater liquidity, it will be 
impossib ous to satisfy it unless the authorities intervene by adopting an expan- 
sionary monetary policy. If the money supply remains stable, the market will 
then dhe a double pressure—because the net selling caused by the “ real” 
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factors will be reinforced by the “ liquidity’ sales. Security prices will 
fall until the public as a whole regards the increased yields as sufficient to 
compensate it for becoming not more liquid, as it had wished to do, but 
less liquid. 

There is only one way in which such a pressure could be mitigated in the 
short run: if the monetary authorities intervene to buy securities, giving 
cash in exchange, the public may be relieved from the burden of carrying 
more securities than it wants at the existing level of rates, and may even 
become more liquid than before; but this additional supply of cash has per- 
force to be newly-created cash—borrowed by the Government from the banks 
in order to finance its purchases. This, of course, was the essence of the 
Daltonian technique. After the experience of the past three years—and 
especially in view of the restrained policy followed by the authorities last year 
—it is probably safe to assume that they are dete rmined not to resort to such 
policies in any sustz uined or aggressive way. This means that if the exigencies 
of short-term management of the market involve them in credit creation of 
this kind, they will seek thereafter to put their position straight by subsequent 
cancellations of credit. If the net flow of funds to the Government from its 
own “‘ overall’ surplus plus the surplus of the National Insurance Fund (but 
minus any repayments of overseas debt) suffices for the purpose, it will tend 
to employ these accruing moneys in redeeming debt due to the banking system 
(thereby extinguishing a corresponding amount of credit) instead of reinvesting 
them in securities bought on the market. If, however, these funds do not 
suffice, then a prudent monetary policy will compel the Government to extin- 
euish the residual amount of specially created credit by means of actual sales 
of securities to the market. 


Is MARKET BULLISHNESS JUSTIFIED ? 

After this digression into underlying principles, it is time to relate the 
analysis to the current situation in the market. It should be apparent from 
what has been said that a bullish view of gilt-edged for, say, the next six to 
nine months rests implicitly a one or other of the following assumptions, 
or any given combination of them: (1) that the “ real”’ capital account will 
either be in a disinflationary condition or will actually provide a positive 
support for the market (this is equivalent to saying that the flow of genuine 
savings will be greater than the potential demand); (2) that during this period 
the public as a whole will wish to become steadily less liquid than it is now; 
(3) that there will be a swing in investment preferences towards the gilt-edged 
market and away from all other securities considered as a whole. 

The probable state of the “ real ’’ account was considered in detail in last 
month’s issue of THE BANKER, and the analysis need not be repeated here. 
The conclusion then reached was that the budget was in effect based upon 
distinctly optimistic estimates of the likely performance of both company 
profits and personal savings; especially if the external balance of payments 
improves as rapidly as some authorities seemed to hope, it may be hard to 
avoid some increase in inflationary pressure. In other words, there is not the 
slightest ground for expecting the “real” factors to lend any support for 
gilt-edged: the very best that can be hoped is that they will not impose any 
appreciable pressure. This means that current optimism about the course of 
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the market has to rest entirely upon the second or third factors mentioned 





above. The prophets are in effect saying that the desire to swing from accu- 
mulated cash into securities will continue to be sufficiently strong to enabk 
the market to absorb without flinching any pressure exerted by the “ real” 
factors and to induce the public as a whole to become less liquid despite the 
postulated stability « decline in yields. 
WILL “ DEPARTMENTS” BE NET SELLERS ? 

They are in effect presuming, too, that the net intake of securities by the 
or al public will be appreciably larger than that indicated by the state of 
the basic capital account—because the authorities have already sw: lowed SO 


large a portion of the B.E.A. stock. It has been shown that, if the authorities 
are determined to follow a prudent monetary policy, their own net intake of 
securities must be strictly limited, over a period, to the current flow of available 
funds. Even on the budget estimate, there will be an overall deficit of {7 











millions on the central exchequer account, and if net redemptions of sm 

savings and of tax certificates are on the same scale as last year, the central 
Government will have to find about £115 millions in 1950-51. In addition, 
if the external balance of payments this year shows the estimated surplus of 
{50 millions (it could conceivably be larger than that) the Treasury will in 
effect have to provide a corresponding amount for net repayments of finance 
(e.g. see balances held in Treasury bills) formerly secured from overseas 
and/or for the financing of additional gold holdings. To meet these prospective 
outgoings of £160 millions or more, it can count upon receiving, from the 
current surplus on the National Insurance Funds, only a roughly i, ivalent 
sum. Even on the official estimates, therefore, it ap pears that, over the year 
as a whole, the ‘‘ department will have no net ‘surp huss of new money available 


for investment—unless, perhaps, resources are released by unexpected reduc- 
tions in Government-owned stocks of food or raw materials. Yet they have 
already taken in this large slice of B.E.A. stock. Unless they are prepared to 
regard this intake as in the nature of a replacement of earlier net sales of other 
securities (it may be noted that April's large increase in bank deposits does not 
encourage any such assumption, despite the considerable releases of 2} per 
cent. Exchequer Stock, partly against purchases of 1949- 5r W ar Bonds, during 
the past three months), the process of “ getting straight ’’ is likely to mean 
that the authorities for some time to come must be net sellers. It is in this 
sense that the tactics of the B.E.A. flotation have given hostages to fortune. 
If things do not go according to plan, and the market comes under new pres- 
sure, the authorities will have to choose between aggravating that pressure 
(or, at best, refusing support) and adopting a monetary policy more liberal 
than is wise and more liberal even than they themselves might wish to follow 
on general grounds. 

The market, like the authorities, may still be right to take an optimistic 
view. For the short run, there is no reason to expect any such shock to con- 
fidence as would upset the assumption—it is the vital assumption in this 
context—that liquidity demands will steadily recede. But it would be easier 
to feel sure that the market is right if its new-found confidence had not been 
dated from an operation in which the authorities themselves have quite plainly 
taken a chance. 
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Britain’s Retreat from Bilateralism 


Y the end of this month, unless anything unforeseen happens, Great 
Britain will be well and truly launched on the waters of automatic, multi- 
lateral transferability of currencies within Europe. Some crucial debates 
have yet to take place within the committee rooms of the Organization for 
European Economic Co-operation in Paris. But the latest British proposals 
so so far towards meeting the demands previously made by other European 
nembers of the Payments Committee and by the American E.C.A. experts 
hat agreement can, at the time of writing, be regarded as aeteoiile in sight. 
An agreement on the basis ch the present British proposals will mé< ike Britain 
full partner of the Europea p ayments Union and not a special member as 
id previously been requested. It will make the European Payments Union 
the channel ea wl intra-European compensations and settlements 
will be made, instead of making it merely the lender of last resort, as previous 
British memoranda had contemplated. It will safeguard the framework of 





i 
Britain’s bilateral payments and monetary agreements by giving any net 
creditor in the periodic E.P.U. compensations the right to hold in sterling 
such part of his surplus as has arisen within the sterling area. But, on the 
ther hand, any members of the E.P.U. who already hold sterling will be able 

) use it to cover any net claims upon them by the E.P.U. (Le. any net 
leficits in their payments with the rest of the O.E.E.C. group). 

As these arrangements show, British thinking on this issue has moved 
very fast and very far in the last few weeks. In order to measure the distance 
travelled and to get the correct perspective of an issue that is likely to be 
under active debate between now and the end of the month—and thereafter 
will blossom out into a change of quite fundamental importance in British 
monetary history—it may be well to trace in broad outlines the tangled history 

f this European Payments Union. Only thus will the outcome of these debates 
snd the system that is due to come into operation on July 1 next become 
comprehensible, even to the well-informed and expert observer. 

Even before the Marshall dollars began to flow in April, 1948, it had been 
realized that some form of European payments agreement would be an essential 
saemmacinanl of the wider Marshall plan. Trade within Europe had been 
contracting for some months previously. The overdraft facilities exchanged 
between Western oe countries in the course of their various bilateral 
payments agreements were being exhausted, gold ceilings had been reached, 
and the gold or dollars with which to make payments once those points had 
been passed were not available to support the required volume of intra- 
E uropean imports. Sterling was admittedly doing a certain amount of work 
in financing intra-European trade, but after the abandonment of the short- 
lived re-establishment of convertibility, it was found to be wholly unequal to 
the task—partly because non-European countries were unwilling to hold it, 
and partly because of the understandably defensive attitude that the British 
Exchange Control authorities adopted towards any proposal for wider utiliza- 
tion of sterling between non-sterling countries. 

All these doubts about the adequacy of the European payments machinery 
were confirmed after Marshall Aid began. The United States was soon faced 


with demands under Marshall Aid for goods of a kind that could have been 
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obtained instead in Europe if only the applicant country had been able to 
pay for them. France, for example, was endeavouring to buy steel in the 
United States while there was still aged of steel available next door in 
Belgium. The anomaly in this situation was quickly realized. The Economic 
Co-operation Administration in Washington therefore laid down that Marshall 
Aid should be made available to cover the deficits of the member countries, 
not merely with the Western Hemisphere, but with their European colleagues. 
Marshall Aid, however, was still totted up and distributed in accordance with 
their estimated deficits of the participating countries with the Western Hemi- 
sphere alone. 

The principle of making Marshall Aid cover intra-European deficits foun 
expression in the first Intra-European Payments Agreement, which came into 
operation in October, 1948, with retrospective effect from June 30 of that 
year. There had already been a irial run of the principles embodied in this 
agreement in an experiment in payments compensation between Belgium, 
France, Italy and the Netherlands (the first hint of a “‘ Finebel”’ grouping 
this began in December, 1947, Dut ichie ved verv little bec Luse of the complete 
lack of balance in intra-European trade at that period. The four countries, 
the permanent parties to this experiment, were joined from time to time by 
occasional members, among which the United Kingdom was to be found; but 


these occasional members re not — to accept the guidance of the 


( 
agent for the agreement (the Bank for International S¢ tthene nts). The reserved 
attitude of Britain to this first trial run snide in fact, an interesting fore- 
taste of the much later demand by the United Kingdom for special membership 
of the European Payments Union. 


The launching of the first comprehensive Intra-European Payments Agree- 
ment was preceded by a tremendous statistical exercise. Estimates were made 
of the probable outcome of the many bilat teral balances of payments between 
the O.E.E.C. countries. Each creditor undertook to give away, if necessary, an 
amount equal to its estimated surplus by way of a “contribution” and each 
debtor received as drawing rights an amount equal to its estimated deficit. 
At the same time, there was an undertaking by the Economic Co-operation 
Administration to make available to the creditors “‘ conditional ’’ dollar grants 
equal in amount to the drawing rights exercised against them. It should be 
not d, however, that these conditional dollar grants were not additional t 
the dollars they already expected to receive from E.C.A. Certain parts of the 
total grants made available by E.C.A. to the recipient ~~ were specified 
as “ conditional , but only in retrospect, well after the money had been paid. 
The concept of conditional grants, in other words, was a ‘hale ping concept 
and nothing more. 

The mechanics through which this first [.E.P.A. was implemented are oi 
particular interest, for they seem likely, with minor amendments, to be applied 
to the new European Payments Union. The Bank for International Settle- 
ments was chosen as the operating agent from the beginning and it quickly 
set up the mechanism of compensation which, at the mome nt of writing, is 
still in operation. After the close of each month, each member notifies to the 
3.1.8. the amounts of working balances in its currency that it holds for other 
members; blocked or otherwise restricted balances, which are not available 
for compensation, are not notified. Each member also gives the agent details 
of any gold transactions it has completed with other members during the 
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month, as well as « any transfers from immobilized accounts to working 
balances. The B.1.S. then sets its mechanism of ‘‘ compensations ”’ into action. 
These compensations ; are either ‘‘ Category | compensations ”’, which require 
a closed circuit of debtor-creditor re ‘lationships (e.g. the cancellation of a 
British debt to Italy against a French debt to Britain because of an equal 
Italian debt to France) or “‘ Category [1 compensations ’’, which at some point 
would involve an increase in a partic ular conlhen’s claims on a particular 
debtor. The “* Category I compensations ’’ are automatic, but “ Category II 
compens: itions '’ require prior agreement by all parties concerned and hitherto 
very few of them have been accepted. By comparing the working balances 
with those of the previous month and making allowances for gold operations 
and transfers from blocked balances, the B.LS. can calculate the surpluses and 
deficits arising from the month’s dealings between member countries. These 
are balanced out so far as possible by using available drawing rights under 
the ILE.P.S. When the B.i.S. has applied these drawing rights to complete 
the compensations, it reports to E.C.A. and E.C.A. in turn notifies the creditors 
that some part of their dollar grants may be regarded as conditional, i.e. as 
having been given to them because of the aid that they have made available 
to their E.R.P. colleagues. 

The defects of the I.E.P.A. have been glaringly apparent from the start. 
The whole scheme suffered from inordinate ri; gidity. The drawing rights in 
the first version of it were in no way transferable. Moreover, rigidity arose 
also from the fact that the drawing rights were hosed on what were often 
false estimates of bilateral balances of payments. As soon as it became known 
that estimated surpluses would have to be given away as contributions and 
that estimated deficits would be received as gifts under the guise of drawing 
rights, nations that had been optimistically talking of surpluses they hoped 
to run in intra~-European trade quite suddenly began to plead that they were 
really likely to run substantial deficits instead. The arrangements tended, 
moreover, to encourage not merely bilateral but false and artificial trade; they 
put due regard for normal commercial principles at a heavy discount. Prices 
came to have little meaning when goods were available for nothing. Partici- 
pating countries had no real incentive to achieve solvency in their intra- 
European trade. A structure of intra-European trade began to spring up 
that had as its basis a stream of dollar aid that nobody could expect to last 
lor ever. 

All this made up a very formidable charge sheet against the first version 
of the Intra-European Payments Scheme. It should not, however, be taken 
as outright condemnation of it. The scheme was, after all, a great deal better 
than nothing. It provided relief at a moment when intra-European trade was 
being strangled, and in the prevailing circumstances it was inevitable that this 
scheme should be built on the basis of the then existing bilateral payments 
alrangements. 

By the early summer of 1949, when the Marshall countries met together 
in Paris to hammer out the outline of the second version of the I.E.P.S., the 
defects of the first version were well enough known. The nations met, however, 
in the shadow of the coming devaluations, when Britain was losing gold heavily 
and was, therefore, more than usually on the defensive. Most of the continental 
countries in the I.E.P.S. pleaded for greater elasticity, including the complete 
transferability of drawing rights. The United States, whose representatives 
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joined in these talks, went even further and asked for the complete 
convertibility of drawing rights into dollars so as to throw Europe wide 
open to the “healthy blast of competition’. This, it should be recalled, 
was the time when the United States was trying to persuade Europe to 
break up what it believed to be an artificial pattern of exchange rates; the 
proposal the it drawing rights should be made convertible into dollars was 
largely conceived as a rocket that could be sent up into the sky to shock 
Europe in countries into the state of mind where they would be prepared to 
face realities. After this display had been made, the American demand was 


ullowed to drop, and the real battle took place on the question of transferability. 


[wo main factors intruded glaringly into this debate. The first was Britain’s 
failing gold reserve and the consequent British aversion to accepting any 
transferability that might conceivably cost vet more gold. The second was 





Belgium’s exceptional creditor status within Europe; this was now so large 
that Belgium’s prospective surplus with other European countries was twice 
her prospective deficit with the Western Hemisphere. This meant that if the 


Belgian contributions to her E.R.P. partners attracted a corresponding amount 
of conditional E.C.A. grants in the form of rights to make specific purchases in 
the United States, Belgium would havi - more dollar facilities than she 


therefore put in an application for free dollars, that 
is, dollars that she would not be ceuapalied to spend but could add to her 
reserves. 


wanted to exercise. She 


The outcome of this debate was, inevitably, a compromise. — Britain 
‘ured the substance of her case since the transferable proportion of drawing 
rights was confined to 25 per cent.; this victory was reinforced by an under- 
taking by Belgium not to take more than $40 millions in gold from other 
E.R.P. countries during the second year of the I.E.P.S. Belgium, for her part, 
financed her prospective sut rpluse ‘s with Europe by long-term credits as well 


as by the grant of drawing rights, and she obtained an amount of free dollars 


4 


from k.C.A. equivalent to the : Jong rm credits. 

This second version of the OR agreement was soon overtaken by 
the devaluation of European currencies, which made nonsense of many of the 
stimates on which the scheme had been based. For one thing, the drawing 
rights and contributions, although originally calculated in national currencies 
were expressed for the purpose of the scheme in terms of United States dollars 
Reconverted at the new parities, they bore no —e to the earlier calculations. 
Secondly, the consequence of devaluation was to cause major bnagre Ss in the 
vattern of surpluses and deficits of seus ueunesie trade. Belg or example 


which devalued by a much smaller percentage than most ies European 
ion ceased to occupy its dominant position as creditor within 
United Kingdom has not had to use any drawing rights on 





I e last September 

the same time, the intra-European Payments Agreement has continued 
to interfere somewhat arbitrarily with European trade. One significant 
instance of this is provided by the astonishing boom in the export of Belgian 
textiles to the Netherlands since the Dutch abandoned quantitative restric- 
tions on imports from Belgium at the iy “a of this year. These exports 
and the massive Belgian surplus that has thus been created, have been largely 
financed by the drawing rights exercised by the Netherlands against Belgium. 
\ substantial proportion of these textiles, however, has been re-exported from 
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the Netherlands to European countries that could not afford to buy them 
direct from Belgium. That is but one of the many illustrations that could be 
civen of the way in which a payments scheme with predetermined drawing 
rights is bound to interfere with the normal and desirable pattern of inter- 
national trade. 

The undermining of the payments scheme by the devaluations of last 
September made a major re building operation inevitable. By December, 1949, 
the American experts attached to the E.C.A. organization in Paris had pro- 
duced a new plan which provided for the “ integral, automatic, multilateral 
compensation ” of all intra-European surpluses and deficits. It was this 
iwenious exercise that set the ball of Payments Union rolling. The next step 
was taken by arene British officials took Keynes’s International Clearing 
Union scheme off the shelves and adapted it into a scheme for a European 
Clearing Union, using the name “ Ecu”’ for the unit of account in place of 
Kevnes’s ‘‘ bancor’’. The essence of this scheme, however, was that the 
Clearing Union should be a purely technical agency and should be regarded as 
1 lender of last resort; under it the network of payments and monetary agree- 
ments by which European trade, and sterling trade in particular, was financed 
would be left intact. This proposal was submitted to the payments committee 
of the O.E.E.C. in Paris in January of this year and led to a long discussion. 
Agreement on certain basic principles was allowed in these discussions to veil 
deep differences on material points of detail, and when these differences 
suddenly broke surface in the Ministerial meeting in Paris in Fe -bruary of this 
year the E.C.A. chief, Mr. Paul Hoffman, expressed his deep disappointment 
at the British reservations. 

There was, however, enough common ground to allow a lengthy statement 
of agreed principles to be included in the second annual report of O.E.E.C. 
The main feature of that agreement was a recognition by all the signatories 
that Western European currencies earned by them on current account should 
be completely transferable. In the words of the communique, “‘ Every country 
must be in a position to ignore its balance of payments with each individual 
participating country and to concentrate on its balance with the group as a 
whole”. According to orn first version of the scheme, the European Payments 





Union was to provide separate short and medium term credits to members 
who were in deficit on the ir intra-European balances of payments. Necessarily, 
the credits given by the Union would automatically equal the credits given to 
the Union. The sum total of intra-European deficits would inevitably equal 
the sum total of intra-European surpluses. This proposition, however, presents 
more difficulty than its seeming self-evidence might sugge sterling is 

rency that has far more than intra-European cir id since the 


sterling area mechanism makes it impossible to distinguish in what particular 
stream sterling reaches or leaves European accounts, a complication is imme- 


diately introduced into the otherwise s simpl , arithmet : of these compensation 
principles. This complication, which might work for or against the interests 
of this country, was one that Britain was quite ready to accept. It was also 

ady to accept that when the quota of short-term credit facilities was crhaaaten 
for any particular member, or when it had been outs — * for more than a 
given time, it should be transferred to a second line of 1 dit um-term credit 


4 


At that point, the scheme suggested, dollars would come into play, the creditor 


‘aking some proportion of his credit in dollars and the debtor making corres- 








162 «THE BANKER 


ponding dollar payments. In order to start the compensation with a dollar 
reserve and to cover se initial deficiency between its dollar receipts and 
payments, aie E.P.U. was to be launched with a dollar pool of $600 millions | 
| ided by E.C.A. out of next year’s Marshall Aid appropriation. 


Although Britain was in accord with its European partners on these general 
points of } rinciple, however, it was at loggerheads with them on three significant 
points of detail. The first ( f these Was whether the E f. £. Was to be rewarded 
as a lender of last resort to be approached when all other facilities had been 
exhausted, or whether it was to supersede all existing bilateral ayments 


agreements under which overdraft facilities were already sccstaiiled 1. The § 


second point of detail concerned the size of the E.P.U. facilities—whether 


for example, the short-term credit facilities should last twelve or twenty-four | 


months before becoming funded into longer term credits on which gold pay- 
ments would be due; there was also disagreement on the composition and 
steepness of the sliding scale on which gold would become payable to and from 
the Union in respect of these medium-term credits and debts. A third group 
of difficulties concerned the powers to be vested in the E.P.U. Britain thought 
the E.P.U. should be a purely technical agency; some continental countries 
thought it should have a strong bi ard of management with power to enforce 


; sala rt? ? a sc4 . ] - . 
aisciplinary ac tion o er on t debtors and other recalcitrant members. 


Ever since the O.E.E.C. re port was published last February, a battle . 
raged on and over thes ioe difficulties. This battle has been complic ated ; 
by minor civil war within the American camp. This may be regarded as part | 


of the attempted come- — by the International Monetary Fund following 
its loss of face in September, 1949, when it was shown to be a passive rubber 


t 


. i 
stamp upon, rather than an active agent in, the discussion of world monetary | 


affairs and the formulation of exchange policy. The setting up of E.P.U 


seemed to many in Washington to be the last straw in the load of indignity 


carried by the I.M.F., promising as it did a further loss of influence in Europe, 
and, worse still, a loss of influence to an ever-suspect Bank for Intern: tional 
Settlements. The National Advisory Council in the United States was mobilized 
in the defence of the I.M.F. and an edict went forth that the setting up of an 
E.P.U. must not be _ to involve any infringement of the Articles of 
Agr ement of the I.M. F. x the intrusion of any outside body into the sphere 


of interests allott ed to it. Thi is particular battle has now died down, following 
an understanding that ef ective representation for the I.M.F. will be found on 
the E.P.U. 


1 


The next develo ~~ nt in the debate was the submission by Bmitain of a 
memorandum dealing with the position of sterling in the proposed European 
Payments Union. This was in fact a plea for special membership on the 
grounds that no purely E urope an compensation arrangement could accommo- 
date the much wider system of international payments operated through 
sterling. Britain asked that she should be allowed to maintain intact her 
whole corpus of bilateral payments arrangements and the overdraft facilities 
written into them. In return she would be prepared to give credits through 
E.P.U. to her fellow-members, but would not ask for any credits in retum 
The British case was based on the familiar contention that many of the sterling 
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payments and receipts included in the compensations for yore age settle | 


ments would arise from transactions with countries lying outside the scope 


of the E.P.U. The British also argued that the abnormal accumulations of | 
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sterling by certain members might cause serious complications. If, for example, 
any of Italy’s substantial ste rling balances were converted into clearing units 

Britain would stand to lose gold. There was an element of paradox in the 
British memorandum, with its argument that because sterling was an inter- 
national currency it required the special protection of existing bilateral agree- 
ments—a paradox that was not made to look any more pretty by what was 
obviously a politician’s addendum to the memorandum, which said that 
Britain must reserve full freedom of action in the event of any unexpected 


gold losses. This point was quickly picked up in the Paris negotiations where 
« hes . : - - , . . 

it was argued that it made nonsense of all the commitments Britain had 
undertaken to make currently accumulated ste , ng freely transferable in 





turope. Once more Albion had been made to look pr rfidious. 
I } 

The United States was quite plainly irked by this suggestion of special 
membership for Britain. To them, E.P.U. was a symbol, however modest, of 
European economic integration. As such it should not be spoilt by anyone 
standing out. It was at this point that M. Ansiaux of the National Bank 
of Belgium, the chairman of the Payr ments Committee of the O.E.E.C., came 


to the rescue with his customary ingenuity and tact. Much of the plan that 
he first drafted has been incorporated in the latest British draft. The new 
feature introduced in the Ansiaux plan was the option that it gave to the 





creditors in intra-European comp: ynsations to hold their credits in cleari1 ig 
units or, if they were net creditors of the sterling area, in sterling. This'makes 
it possible for Britain to accept full membership of the E.P.U. while yet re- 
taining the sterling payments mechanism for those of Britain’s European 
partners who wish to make use of it. Britain has, however, made some con- 
siderable concessions under the new scheme. The E.P.U. will be a lender of 
first resort, or at least of “ concurrent ’’ resort, and not the lender of last 
resort that the British originally wanted it to be. It is probable, therefore, 
that the new arrangements will oblige Britain to re-negotiate her payments 
and monetary agreements with European countries. New limits will have to 
be set to the credit facilities they offer, since these will have to be allowed for 
in calculating the quota available to the United Kingdom under the European 
Payments Union. 

Meanwhile, discussions with the Americans have cleared up one important 
point of difficulty. The powers of applying considerable sanctions and vesting 
authority in the management of E.P.U., which had been proposed in earlier 
versions of the Ansiaux plan, have completely disappeared. It would seem 
that most European Central Banks, including M. Ansiaux’s own, have shown 
little relish for the prospect of being ordered about by the management of this 
new organization. 

Many details remain to be agreed upon before this scheme can become 
effective. The all-important question of the size of the E.P.U. quotas has still 
to be determined. The point at which gold payments will be due, both to and 
from E.P.U., is also a matter of vital consequence. Under the Ansiaux plan, 
a creditor would be able to claim full payment in gold for any excess of its 
credits at the E.P. U. over its quota and also for any part of its credits that 
remained outstanding for more than twelve months. The British have con- 
demned this proposal as being tantamount to a return to the gold standard— 
and one that would lead to contraction and not to expansion of intra-European 
trade. In its place the latest British memorandum suggests a new and com- 
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plicated formula, which involves an interesting differentiation between the 
rights of borrowers and creditors. The proposal is that the borrowing rights 
exercisable without any gold payments would amount, for each member, to 
ro per cent. of its visible and invisible trade with other E.P.U. members in 
1949. After this 10 per cent. right is exhausted, a sliding scale would come 
into play, under which debtors would meet their further deficits up toa 
further 10 per cent., partly in gold and partly by further drawings on the 
E.P.U. At the beginning of this scale, the gold proportion would be small, 
but at the end it would be larger than the E.P.U. drawings, so that aggregate 
gold payments over the whole scale would equal the aggregate amount of 
additional E.P.U. finance (i.e. gold payments and additional drawings would 
each be then equal to 5 per cent. of the 1949 base). Beyond this point any 
debit balance at the E.P.U. would have to be settled wholly in gold. The 
British propose that creditors, on the other hand, should have a lending 
obligation without rights to receive gold equal to only 5 per cent. of their 
basic turnover and an additional obligation to lend up to a further ro per cent. 
subject to gold receipts equal to half the amount of these lendings. The 
British also propose that debtors should be able to apply certain defensive 
—— ires, in the form of discrimination and import lice neing , when their net 

btor position with E.P.U. exceeds their “ gold-free ' borrowing rights by 
50 per cent. Conversely, some protection is given to creditors by providing 
that if any creditor's cumulative net surplus with E.P.U. rises to four times 
its gold-free lending obligation (i.e. if it runs up an overall surplus equal to 20 
per cent. of its 1949 turnover) it will be entitled to suspend its membership 
of E.P.U. The assumption is, presumably, that at that point the creditor's 
membership of E.P.U. would begin to endanger the stability of its domestic 
economy. This British proposal, at the time of writing, has still to be debated 
by the 0.E.E.C. 

Whatever may be the outcome of these remaining negotiations on points 
of detail, however, it is clear that the Treasury is now willing to make 
an important step forward in the reorientation of British economic policy 
away from bilateralism and towards the concept of completely free trans- 
ferability of currencies, at least within Europe. Britain will still be free to 
operate bilateral arrangements with those countries that wish to do so. The 
Scandinavian countri s, which lie nearest to the perimeter of the sterling area, 
may well choose to continue to hold the greater part of their international 
reserves in sterling. There will, however, be no compulsion on them or any 
other of Britain 'S. EK uropean creditors to hold sterling. They will be free to 
compensate their claims through the European Payments Union and to take 
the clearing units, and ultimately the dollars that may come to them as a 
result; the old Hobson’s choice held out to them of taking payment in sterling 
for their exports to the sterling area—or of not taking payment at all—wil 
be gone. The parallel operation of the E.P.U. and of the sterling mechanism 
within Europe will, however, have the immense advantage of providing a! 
alternative if, for one reason or another, the E.P.U. machinery breaks down 
It might do so as a result of sudden abstraction of American aid or of the 
re-emergence of severe disequilibrium in the mutual balances of payments 0i 
some European countries. If in the meanwhile the position of sterling has 
continued to strengthen, this alternative mechanism will be ready to take ove 
the additional burden that would then fall upon it. 
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American Monetary Policy since 


the War 





THE BANKER is privileged te publi sh in this tssue the first of two articles by 
Professor Morgan, who is at present tndertaking spectal research in the United 


1 
States. In the article that appears below, Professor Morgan discusses the effect 
of the growth of the Federal Debt on the American banking system. In a subsequent 
article, he will examine recent developments in Federal Reserve policy.—Enp. 


I—The Federal Debt and the Banking System 
By E. Victor ge 


OME economists and politicians nowadays take the view t 


tT} + 1; 1t 


monetary policy is entirely outmoded. That policy grew up in a world of 

relatively small public de ebts of which only a minor part was held by 
banking system. Central banks enjoyed independence from their Treasuri 
which had little direct interest in monetary policy. They could employ 
without embarrassment to their governments, wrest variations in discour 
rates and considerable, though narrower, fluct ong-term interes 
rates. Now, by contrast, most major countries ks ‘rast public debts 
which the banks are very large holders, and egies policy and monetary 
policy have become closely iniertwined. In 


lat Classical 


+ 











l these circumstances, certa! 
economists emphasize the cost to the taxpayer and the mconvenience to th 
Treasury of fluctuating interest rates and, by the simple process of magnifying 
its past failures and overlooking its successes, they make monetary polic: 
appear much less effective as a stabilizer than it really is. The logical conclu- 
sion of this type of reasoning is that interest rates can mov only downward 
and that the central ours is merely the Treasury maid-of-all-work. 

Tl . Un d Ctate hawevy } le ] t ex sct7 WiPW Ty P 
ne nited ostates, gen er. casey! avoide *C this , pessimist ViICW. in tn 
Employment Act of 1946 » Federal Government accepted a ¢ | 


tion to poomote econoir nic pts se all means in its pow 
Reserve System has been strivin Bre: great epee to x 





1s 


effective monetary policy in the eptionally difficult post-war conditior 
Two important commentarics on i! vis experience have recently been publishec 


The Committee for Economic Development, an influential body of bankers an 


business men, has issued a booklet on “‘ Monetary and Fiscal Policy for Greater 
Economic Stability ”’ geod vor Douglas Committee has presented its re 

‘Monetary, Credit and Fisca | Polici ies’. The two documents are very las 
in tone. Both believe that vigorous monetary and fiscal policies are capable 
of preserving stability at a high wer of employment; both stress the merits 
of this type of central direction in preserving the market mechanism, in being 
free from arbitrary discrimination by government, and in avoiding what thi 
Douglas Report calls, ‘‘ a complex harness of direct controls ”” . Both attach 
primary importance to the maintenance of a “ correct ”’ level of purchasing 
power by fiscal measures and advocate budgeting for a surplus as a check on 
inflation and a deficit to counteract recession. Both, however, insist that 
fiscal policy needs to be supported by monetary policy, and point out that 
monetary policy is strong precisely where fiscal policy is weak, in its flexibility 
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and speed of operation. The Douglas Report states emphatically that “ We 
reject the idea, held | 1y a few economists and others, that for stabilization 
purposes little or no reliance should be placed on monetary policy .. .” and 
points out that “ Our monetary history gives little indication as to how effec- 
ively we can expect appropriate and vigorous monetary policies to promote 
stability, for we have never really tried them.” 

The Federal debt has been the dominating feature of monetary policy 
since the war, and is likely to be so in the future. The war, of course, brought 
an enormous increase in the debt, though it is s still ae eeyr smaller, in 


relation to 1 ces, than the British national debt. From $45 billions at 
the end of 1940, total gross debt grew to $278 billions at the end of 1945 
and was $257 billions at the end of 1949. In 1940, the debt represented about 
15 per cent. of the year’s gross national product, but by 1949 the two were 
1lmost equal ; in Britain the debt is now roughly twice the gross national 


woduct. Viewed from another angle, Government debt now forms more than 


half of all debt, public and private, in the United States. Obviously a debt 
of this size must have a very great influence on the Securities markets. For- 
tunately, the American authorities are both more diligent in compiling statistics 
and considerably more frank in revealing them ila tl 1eir British counterparts 
The Treasury compiles estimates of the ownership of the debt, and open 
narket operations—shrouded in the blackest official secrecy in London—are 
freely published by the Federal Reserve. The figures that follow are all 
compiled from Treasury and Federal Reserve sources. 

The struc > re of the debt according to type of security is shown in Table I 


The large redemptions shown for 1945-48 were financed partly out of the budget 
surplus, but cl iefly from the very large balance that the Treasury accumulated 
during the Victory loan drive at the end of 1945. Treasury bills form only a 
mall part of the debt, but “‘ Certificates ’’ have a maximum maturity of twelve 
months and there is a large volume of longer-term notes and bonds now nearing 

iturity, so that the institutional investor has, in fact, a large amount of 
highly liquid assets available. Marketable issues at the end of 1949, classified 


according to their “ earliest callable or due date’, are as follow: 
$ Billior ” of Total 
[ly i i » 
~% 
) 4 > P 
O 10 45.1 9 
Total . 55.1 100 


\s Table I also shows, the volume of marketable securities has declined since 
945 by considerably more than the total debt, the difference being met by 
table public and special (non-public) issues. This is 
. trend that Treasury policy has diligently fostered. 

nother policy, the effect of which is not shown in this classification, is 
he purchase of certain securities by banks. During the 
war, the Federal Reserve was anxious, in the words of Chairman McCabe, 
o place greater limitations . . . on the purchase by banks of long-term 
igher interest-bearing securities’’. The Treasury therefore began, in 1942, 
» issue bonds that were ineligible for purchase by banks during the early 
urt of their life. There are now about $40 billions of these bonds in existence. 
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AMERICAN MONETARY POLICY 





The average rate of interest on the American debt has been even lower 
than on the British, but the yield structure shows the same wide spread between 
short-term and long-term rates that has become familiar in Britain since the 
nineteen thirties. During the war, rates were stabilized by agreement between 
the Federal Reserve and the Treasury at 3 per cent. for Treasury bills, approxi- 
mately 3 per cent. for Certificates, and just under 2} per cent. for bonds of 

TABLE I 
U.S. GOVERNMENT DEBT 
($ billions) 
End of calendar years 





1945 1940 1947 1948 949 (Nov 

Marketable public issues 
Treasury bills ssi ; P 17.0 17.0 15.1 [2:2 12.3 
Certificates ; ‘ 38.2 39.0 21.2 26.5 29.6 
Treasury note , aa 23.0 10.1 I¥.4 79 8.2 
Treasury bonds .. . Bees 119.3 117.9 IIl.4 104.8 
198.3 176.6 165.8 157-5 155-1 
Non-marketable public issues* ; 56.9 56.5 59-5 61.4 66.0 
Special issues .. i i ; 22.4 26.0 31.6 33-9 36.0 
fotal Gross Debt : os 27o-a 259.1 256.9 252.8 257.1 


* Savings bonds and Treasury tax and savings notes. 


fifteen years and over. Since the war there have been some fluctuations 
which will be discussed in detail later. The net result has been a rise in short- 
term rates and, in interesting contrast to British experience, a considerable 
narrowing of the spread. At the end of 1949, both bills and certificates gave 
a yield of about 1} per cent. and the longest-dated bonds just under 2} per cent 


TABLE II 
OWNERSHIP OF U.S. GOVERNMENT SECURITIES 


( $ billions) 
End of calendar years 


1945 1940 1947 1948 1949 { Nov.) 

U.S. Government* 
Public issues 7.0 6.3 5-4 5.0 5.5 
Special issues ah 20.0 24.0 29.0 41.9 33-8 
ot .S. Government a 27.0 30.9 34-4 37-3 39.3 
Federal Reserve System ‘ 24.3 23-3 22.6 23-3 17.7 
Commercial banks ‘ be 90.0 73.7 68.6 62.0 66.9 
Mutual savings banks 10.7 11.8 [2.0 {1.5 11.4 
Insurance companies : + 24.1 25.3 24.3 21.5 20.4 
Yther non-bank holdings sid .. 100.1 93.0 92.3 94.4 99.5 
otal interest-bearing securities 276.2 258.0 254-2 250.0 255-2 


* Including Federal Agencies and trust funds 


Che ownership of the debt is summarized in Table If. The differences in 
the totals between the two tables represents a small amount of non-interest- 
bearing debt. The most significant feature of the table, in the present context, 
is the very large proportion of the debt held by banks. At the end of 1945, the 
commercial banks alone held $90 billions, or almost a third of the total, while 
the commercial banks and the Federal Reserve together held over 41 per cent 
Since 1945, both commercial bank and Federal Reserve holdings have declined 
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while those of government agencies have greatly increased. These large com- 
mercial bank holdings of government securities are responsible for one of the 
great dilemmas of post-war policy. If the Federal Reserve pegged government 
security prices by buying securities at these pegged prices in face of a rising 
demand for credit, the commercial banks could always sell securities to the 
Reserve System and so force that harassed authority to provide them with all 
the reserves they needed, making credit restriction virtu< ully impossible. If, 
on the other hand, price s were allowed to fall sharply, the Federal Reserve 
had to reckon with the serious effects on the balance-s ter positions of com- 
mercial banks, and with the possibility of panic selling. One cannot, without 
a very intimate knowledge of American banking and bankers, judge just how 
seriously this last possibility should be taken, but it was certainly taken very 
seriously by responsible authorities in the Federal Reserve System. : 

This difference between the American and British attitudes towards a fall 
in bond “ape is due not only to the large amount of government securities 
held by American banks, but also to the very different history and structure 
of the two systems. The American commercial banking system comprises 
about 14,000 banks, of which about 5,000 operate under Federal charters and 
the rest under charters from their respective states. All the national banks 

TABLE III 
DEPOSITS AND ASSETS OF U.S. COMMERCIAL BANKS 
{¢ billion 


End of calendar years 


1941 1945 1946 1947 1948 1949 
Deposits .. oi ‘ 71.3 150.2 139.0 144.1 142.8 143 
Cash items ‘ 26.6 34.8 34.2 37. 38.6 34.2 
Loans ‘ ‘ 22.9 26.1 31.1 38.1 42.5 43.3 
Government securities* 1.5 90.6 74.8 69.2 62.6 67.3 
Other investments - 7.2 7.3 8.1 9.0 9.2 10.3 





* There are slight discrepancies between this Federal Reserve figure and the Treasury Department 
estimate quoted in the previous table 


and about 1,900 of the state banks are members of the Federal Reserve System 
and have to conform to its reserve requirements. Member banks have about 
85 per cent. of all commercial bank deposits. The non-member banks—about 
half the total number of banks but holding only about 15 per cent. of deposits 
-are governed in the matter of reserves only by their state laws. These vary 
from state to state, but are generally less stringent than Federal Reser 
requirements, especi ally since state reserves normally include till-money 
whereas the required reserves of member banks must be held wholly in balances 
with the Federal Reserve. This inequality is felt as a grievance by member 
banks and as a weakness by the Federal Reserve, and the recent Douglas Report 
recommended the uniform reserve requirements that the Reserve Board has 
long advocated. A natural consequence of the large number of banks is that 
there are wide variations in strength and liquidity, in the ability of manage- 
ments and in their probable reaction to changes in market conditions. It is 
concern for the weaker banks that has added to the difficulties of the Federal 
Reserve in its policy towards the securities market. 
The war brought great changes in the assets of the commercial banks, as 
will be seen from the summary of main balance-sheet items given in Table III. 
The first point that strikes a British observer is the large volume of deposits in 
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relation to national product, especially before the war. At the end of 
1941, deposits were approximately 70 per cent. of gross national product, 
and this ratio was only slightly reduced by the end of 1945. Since then, there 
has been some reduction in deposits and a continued growth in the money 
value of the gross national product, but the ratio was still over 55 per cent. 
at the end of 1949. The beginning of the war found the banks in a very liquid 
position, with cash items amounting to some 37 per cent. of deposits; in 
subsequent years, cash has grown less than deposits, but the cash ratio is still 
high. The government securities item in Table III presents the reverse side 
of the picture shown in the previous table; from about 30 per cent. of deposits 
in 1941, government securities rose to 60 per cent. in 1945, and in spite of 
subsequent redemptions and sales, they still formed 45 per cent. of deposits 
at the end of 1949. 

Relations between the commercial banks and the Federal Reserve are, 
fundamentally, similar to those of any commercial banking system with its 
central bank, but the Federal Reserve has a few important special powers. 
Its traditional methods of control have been variations in discount rate, open- 
market operations, and changes in its reserve requirements. In recent years 
discounts and advances have been less than 1 per cent. of total Federal Reserve 
credit, while more than 95 per cent. has been created by the System’s purchases 
of government securities, either in the market or directly from the Treasury 
(the latter purchases being limited in amount by law). This situation seems 
likely to continue, so that the discount rate is no longer regarded as an important 
instrument. Open-market policy, however, remains of prime importance, 
although the actions of the System were circumscribed during the war and 
early post-war years by the policy of pegging the prices of government securities. 
The Federal Reserve thus became a passive though reluctant buyer of securities 
that anyone else desired to sell ; one of the main objects of post-war policy 
has therefore been to restore conditions in which open-market policy can 
operate with greater freedom. 

For reserve requirements, banks are classified according to location in 
‘central reserve cities’? (New York and Chicago), ‘“ reserve. cities’’ and 
“country. The respective ratios are as follow: 





P enta 
Demand Depx lin Deposits 
Max Mi res Maz Mir Pres¢ 
Central Reserve Cities .. : 26 13 22 ¢ 3 5 
Reserve Cities , re) 10 ‘ 3 : 
Country , i 14 7 12 ¢ 3 5 


Within these limits, the Board of Governors has the power to vary the required 
ratios. An increase in reserve requirements will put a direct pressure on 
member banks, who may have to dispose of other liquid assets in order to 
build up their balances at the Federal Reserve. This diminishes the amount 
of credit expansion that can be built up on the base of any future reserves 
that may come into the hands of member banks; and, by adding to the idle 
balances that banks must keep, it will reduce the margin of profit on the 
further expansion of loans and deposits—unless loan rates are raised. Varia- 
tion of reserve ratios is thus a powerful weapon; the only circumstance in 
which it is likely to be completely ineffective is when banks already have 
balances exceeding even the legal maximum. 
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[n addition to these major instruments, the Board has others of less impor- 
tance. Treasury operations, of course, affect both the deposits and reserves 
of member banks. Treasury receipts are paid into accounts with the com- 
mercial banks and are transferred to the Federal Reserve before spending, calls 
being made on a fro rata basis. Thus, the initial payment of taxes or loan 
subscriptions involves only a transfer in the books of the commercial banks, 
from the accounts of their private customers to the Treasury account; when 
Treasury balances are transferred to the Federal Reserve, member bank 
reserves and deposits decline by an equal amount, and the reserve ratio goes 
down. If the balance is then spent in the ordinary way, both reserves and 
deposits are restored; if it is used to redeem securities held by the Federal 
Reserve or simply left on de posit there, the decline in the reserve ratio is 
permanent. Theoretically, therefore, the manipulation of Treasury balances 
could be an important instrument for affecting the reserve ratios of the com- 
mercial banks. In 1946-47, the balance was, in fact, used for debt redemption 
is part oi the fight against inflation, but this procedure, like the size of the 
valance at the end of the war, was abnormal. Usually, the extent of the 
balance is dictated by the ordinary needs of the Treasury, and is not manipu- 
lated in the interests of monetary policy. The Federal Reserve Board also 
has the power to fix margins for loans to the stock exchange and, during the 
war, it was given temporary power to regulate consumer instalment credit. 
Chis power has lapsed, but the Board wants it restored and made permanent. 

Besides the commercial banks, there are a number of other institutions 
concerned with the making or insurance of loans, including the Commodity 
Credit ( —- the Reconstruction Finance Corporation, the Export- 
Import Bank, and a variety of agencies catering for special needs of farmers and 
for home-purchase finance. The actions of all these can affect the total volume 
of purchasing power in the market, and their activities need to be harmonized 
with those of the Federal Reserve and the commercial banking system in order 


} 


make a fully effective monetary policy. 

To sum up this . liminary survey of the banking and debt structure, it 
can be said that the United States is an economy with a high ratio of deposits 
to national income, a highly li Jui id] banking system and very low interest rates; 
that there is a large public debt, much of which is nearing maturity, so that 
the Treasury has a strong interest in the maintenance of low rates and buoyant 
conditions - the government securities market; there is a very large number 
of independent banks differing widely in strength, liquidity and the attitudes 
of their managements; a large amount of the public debt is held by the banking 
system, and government securities form a large part of the total assets of 
commercial banks. In the interests both of the Treasury and of the banks, 
the Federal Reserve is anxious to avoid sharp fluctuations in interest rates 
ind, in words often used by the Board, ‘“‘ to maintain orderly conditions in 
the market for government securities’’; yet, if monetary policy is to be 
effective at all, the Federal Reserve must be able to bring about an expansion 
or contraction of commercial bank credit, and to do so in a way that will 
bring about a similar expansion or contraction in the public’s rate of spending. 
Che fundamental problems of the new monetary policy are, therefore, the size 
of the fluctuations in security prices that it is safe and desirable to allow, and 
the methods of getting the greatest possible stimulus or check to spending 
from a moderate change in interest rates 
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The Problem of the Rupees 
By omy Tyson 


(Editor of “‘ Capital ’’, Calcutta) 


regard the present rift between the rupees as an extension of the disputes 

that have dogged almost the whole range of relationships between the 
two coun tries in the last thirty months. This view is only partially correct. 
Obviously an omnibus settlement which embraced Kashmir, sane minori- 
rsa refugee property, and so on, would give a tremendous impetus to the 
resumption of exchange transactions. But there are no logical eden for 
supposing that if, for instance, there had been no quarrel over Kashmir there 
would have been no misunderstanding over devaluation or that if the Kashmir 
dispute could be settled the currency problem could, and would, automatically 
be resolved. In spite of the prolonged tension between India and Pakistan, 
neither party made anv move at any time to extend the area of dispute to 
the parities of their respective rupees; it was the initiative of Britain, in de- 
valuing the pound, that threw this new issue into the already hot and dusty 
arena “a or lo-Pakistan debate. How far the possibility of disagreement 
between > Dominion s may have been Boras: in the harassed mind of the 
British rr asury during the fateful week-end of September 18 last, and whether 
the advance notice given to New Delhi : and Karachi was adequate to the grave 
issues at stake (Dr. Matthai has since somewhat forcefully expressed the view 
that it was not), are no longer important. All that matters is the breach that 

mtinues to separate the two rupees. 

Now that the initial period of recrimination has passed, both Finance 
Ministers take their stand on the technical correctness of their differing 
lecisions; both draw attention to practical benefits that have accrued to their 
countries since September. This attitude is clearly going to make the task of 
rupee reconciliation rather more difficult than is often assumed by those who 
fondly imagine that the trick can be done by jobbing backwards and letting 
bygones be bygones. Finance Ministers may be, and sometimes are, forgiven 
errors of political judgment ; but the admission of a technical default by the 
head of a highly techni ical department is a very different affair. Says Mr. 
Ghulam Mohammad: “ the present official rate of the Pakistan rupee is in 
perfect accord with the country’s trade position’. Devaluation, rejoins 
Dr. Matthai, has been “ the right step ’’, adding that he sees no reason for a 
revision of the decision. From time to time trade and other statistics have been 
published by the appropriate departments of the two governments to show 
that last September’s decisions are producing the very results that both had 
calculated would accrue from their agreement to differ. It is a fact that India’s 
lollar earnings received a fillip in the first six months following devaluation 
and that, by joining the general devaluation, India has not put her export busi- 
ness at any disadvantage with the soft currency and sterling area countries with 


Precara opinion outside the Indo-Pakistan subcontinent has tended to 






which the great bulk of her tradeisdone. It can reasonably be argued, therefore, 
that Dr. Matthai took the right course in decreeing that the Indian rupee 
should follow the pound to a lower gold and dollar parity. Moreover, India’s 
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balance of payments cannot fail to benefit from the almost total cessation of 
commercial intercourse with Pakistan, however inconvenient and unfortunate 
that circumstance may be on other grounds. The Indian Finance Minister 
therefore seemed to carry conviction when he lately told both the Punjab 
Chamber of Commerce and the Indian Merchants’ Chamber in Bombay that 
they could dismiss all rumours of revaluation. “‘ No such proposal ’’, he said, 

has been considered by the Government, and in the considered view of the 
Government no occasion for any such review has arisen’. Bombay, it may 

, 


be added, was the storm centre of successiv rupee ratio controversies under 
the old regime, and its markets still flutter apprehensively at the mere mention 
of the words rupee and ratio. 

On the other side of the border, the chief consideration that influenced 


> ? 


Pakistan not to devalue was that the country had a large import programme, 
particularly of capital goods, which she wished to finance as cheaply as possible. 
t was also hoped that non-devaluation would have the effect of bringing about 


— < 


a welcome drop in the internal price level. That there might also have been 
political motives behind the decision has been strenuously denied, though in 
the highly charged atmosphere of the last 


that some sections of Indian opinion shou 


fox ) >t} it is 7 derstandab! 
few montns it 1s understandabie 
1. 
tdi 


1 
itself (where, as in every other country, the general public had only a hazy 
idea of the technical factors involved) non-devaluation had the appearance of 





a sharp reminder to Britain and the Commonwealth that Pakistan could not 
‘always be taken for granted ”’ (to cite the words of her Prime Minister after 
last July’s Commonwealth Premiers’ Conference). The decision to remain 
aloof from the general devaluation was taken only after much heart-searching 


within the Pakistan Cabinet; unfortunately it had to be taken, too, in the 
absence of the Finance Minister, who was in the United States. But, having 
made up their minds, spokesmen of the Pakistan Government have never 
sought to defend their action on any but purely economic grounds. Thus, ina 
recent newspaper interview in London, Mr. Ghulam Mohammad justified non- 
devaluation by reference to Pakistan’s trade with countries ‘“ other than 
india ’’—implying 


that trade with India had been interrupted not so much 
by the fact of devaluation as by the nature of India’s reaction to it. 


It has sometimes been argued that Pakistan’s decision not to devalue can 
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be justified if her economic situation is considered “in isolation’. Unfor- 
tunately, however, a country can no more insulate its economic policy from 
its next-door ne ‘ighbour (at least for any great length of time) than it can have 
a foreign policy that ignores the inconvenient existence of all adjoining terri- 
tories. Yet this is precisely the dilemma into which the two governments 
of the subcontinent have drifted. That Mr. Nehru has realized the impossi- 
bility of such a situation is clear from his recent interview with an American 
journalist in which he expressed the hope that the relations between India 
and Pakistan would, in due course, resemble those between the United States 
and Canada and that they would ultimately develop joint policies for trans- 
portation, irrigation, communications and national defence. He is not reported 
as having mentioned curre ncy and exchange questions, but at a later press 
conference in Delhi he said: “it is inevitable that within the next few years 
India and Pakistan will not merely be two countries friendly to each other, 
but will come far closer to each other than friendly countries ordinarily are ’ 
Such a relationship would be incomplet te without a working arrangement for 
the interchangeability of the two rupees—an arrangement that would exclude 
the possibility of the sort of breakdown that occurred last September. But 
economic co-operation on the analogy of America and Canada will be i impos- 
sible unless there is some recognition of certain inescapable inequalities in 
capital, manpower and other resources and of the inevitability of their division 
according to well-established economic laws—laws that industrially-ambitious 
Pakistan might find it hard to accept. In the North American continent 
there are not, and never have been, such forces at work as those that bedevil 
the best-laid economic plans in the Indo-Pakistan subcontinent. 

For the moment, therefore, a general settlement of all Indo- Pangea 
differences by means of a binding treaty of commerce and friendship, 1 
which an exchange parity could be established regardless of the cost to one 
party or the other, is simply not in sight. Three other ways of restoring the 
exchange nexus must thus be conside red, but none of them is v ery promising. 
First, monetary theorists have suggested that a way out of the impasse might 
be found by an agreed simultaneous devaluation of the Pakistan rupee and 
upward revaluation of the Indian rupee to a point at which the two can meet 
and make friends once again. This would have the ethical merit of being a 
genuine compromise, but from the tenor of recent pronouncements of both 
Finance Ministers, it would appear to be entirely outside the scope of imme- 
diate practical politics. There is no need therefore to probe further to see how 
far the proposal could be related to the basic economic positions of the two 
countries. A second suggestion that has been made is that the International 
Monetary Fund, of which Pakistan has recently become a member, should 
play the réle of mediator. How far such direct intervention is feasible or 
desirable must be a matter of individual judgment. But it is quite likely that 
the Fund will play an important réle in the controversy indirectly. Mr. 
Ghulam Mohammad has stated that he expects to notify the official rate of 
the Pakistan rupee to the Fund in the course of the next few weeks—although 
he is not obliged to do so until some time in August. if the Fund, which has 
recently been conducting its own inquiries into Pakistan’s balance of payments, 
confirms that rate, opinion in Pakistan will inevitably harden in favour of 
maintaining it, however much that rate stands in the way of a resumption of 
Indo-Pakistan trade. If, on the other hand, the Fund criticizes the present 
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rate of the Pakistan ruper 
and twopence, and is officially quoted at Pakistan Rupees 100 to Indian 
Rupees 144), the Pakistan authorities may feel they have lost a great deal of 
face and may even question whether membership of the Fund is worth such 
a politically expensive entrance fee. 
A third course that has been advocated is that there should be a free 
market in the two rupees, in which they would find their own level. This, it 
is claimed, would be the quickest and most realistic way of settling the argu- 
ment. In the absence of physical controls an overvalued currency soon reveals 
its weakness. India would probably welcome a free market, for she has full 
confidence in her rupee and the “ free’ or grey market in Pakistan rupees 
which has functioned intermittently in Calcutta since September has been 
able to supply limited quantities of the currency at a heavy discount on the 
official ’’ (i.e. Pakistan) rate. But the sums dealt in have been comparatively 
small, offerings have been fortuitous and irregular, and transactions have been 
confined to the pressing needs of those who must purchase Indian or Pakistan 
rupees at any cost. The Indian monetary authorities have not interfered 
with this type of business, which is necessarily of restricted dimensions so 
long as operators are unable to replenish the free market by buying Pakistan 
currency from or selling it to the Reserve Bank of India or its authorized 
exchange dealers. This kerb bourse, however, has had some psychological effect. 

Unfortunately, the very considerations that might make this solution 
acceptable to India are likely to make it unacceptable to Pakistan, despite 
the fact that so long as the two countries were trading together she enjoyed 
a favourable balance against India. Last February’s Indian Budget White 
Paper showed that, in the year to June 30, 1949, although Pakistan had a 
surplus of Rs. 34 crores on account of trade with India, she was running a 
deficit of Rs. 63 crores in her trade with other countries, leaving a net deficit 
of Rs. 29 crores at the pre-devaluation rate. It is not possible to do more 
than guess at the post-devaluation picture from which the favourable balance 
with India will have been eliminated, though the appreciation of Pakistan’s 
currency will have modified her deficit with other countries. Ordinary trade 
apart, during the period to which the above figures refer, India was financing 
certain capital movements to Pakistan; but it is probable that the direction 
of the flow of capital has been reversed by the refugee movements of the last 
three months and this alone might make Pakistan chary of agreeing to a free 
market in the two rupees. 

There remains the possibility—a very slender one—of some scheme of 
differential exchange rates for the Pakistan rupee that would enable trade 
with India to be reopened without upsetting the Pakistan rupee’s present 
alignment with the rest of the world’s currencies. Multiple exchange rates, 
however, are falling out of fashion, and there is no compelling reason why 
India should wish to be a party to such an arrangement, and many reasons 
why sagsony in would regard any such plan with a cold and fishy eye. There 
will be no “ jute rupee’ said a Pakistan Minister at the beginning of the 
pir Nt controversy. If the Pakistan rupee is overvalued in terms of the 
Indian rupee the chances are that it is also overvalued in terms of other cur- 
rencies. It therefore seems that the laboratory of the International Monetary 
Fund is the only place where the question can be put to the test without 


suspicion of political bias or partisanship. 
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Canadian Prospect and Problems 
By G. §S. Dorrance 


HE full tally of Canadian economic statistics for 1949 is now availabi 
[t tells of relatively calm conditions. As indicated in last January’s 
issue of THE BANKER, Canada did not enjoy such striking good 
fortune in her foreign balance in 1949 as in 1948. Nevertheless, her gold and 
U. 5. “pa ir holdings increased by almost $120 millions during the year and 
she did not experience a “ dollar crisis ’’ at all comparable to the British crisis 
of ho summer (although her authorities still felt impelled to take advantage 
of the general readjustme nt of exchange rates last raat ag to raise the 
Canadian price of the United States dollar from parity to $1.10). On the 
other hand, Canada did not suffer any recession similar to that experienced 
by the United States last year. Une >mploym ent figures rose from an average 
of 103,000 OF 2.I per cent. of the labour force in 1 1945 to 133,000 or 2.0 per cent. 
in 1949, but these figures are obviously in no way alarming. Last September, 
indeed, the level of employment reached 5,255,000—an all-time record. 
The general development of the economy in 1949 is indicated by the 
national income estimates outlined in Table Wy The Bank of Canada estimates 
that the rise of approximately $325 millions or 4 per cent. in the national income 
represented an increase of 3 per cent. in the physical volume of goods and 
TABLE I 
NATIONAL INCOME AND EXPENDITURE 


($ Canadian millions) 


Income 1948 1949 Expenditure 1948 1949 
Salaries and Wages . 9,505 7,745 Personal : si 10,083 10,750 
Investment Income . 2,348 2,373 Government .. aie 1,787 2,108 
Agriculture and Other Unin- Private Investment .. 3,309 2,841 
corporated Business ; 2,912 2,859 Foreign Balance 7 399 150 
- +--+ Errors in Estimate - — 215 + 187 
National Income ; , 12,455 12,977 
Indirect Taxes less Subsidies 1,767 1,782 
Depreciation ; 1,141 1,277 
Gross National Income .. 15,363 16,036 National Expenditure.. 15, 363 16,036 


services produced. Both private investment and Government expenditure 
increased by g per cent. in real terms ; personal consumption also rose but by 
only 2 per cent., while the active foreign balance involved a drain on the 
country’s resources equal to only 35 per cent. of that exerted in 1948. 

Canada’s capital account is outlined in Table Ll. Investment in fixed 
capital reached a new record level of $3,427 millions, but the net addition to 
inventories was small; there was a further decline in grain stocks and a decline 
in the rate of business stockpiling. While the rate of inventory accumulation 
slowed down, the heavy level of fixed capital development provided an expan- 
sive force that was not present in the United States. 

Despite the rise in personal incomes, private savings declined in 1949. 
Thus, Canada, like the United Kingdom, has a “ personal savings problem ’ 
which is likely to be of increasing importance. In the absence of severe 
inflation the level of corporation profits, which fell from $1,259 millions in 
1948 to $1,241 millions in 1949, is likely to decline somewhat in 1950 and 
corporate savings are likely to fall with them. The budget surplus is shown in 
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fable If on a calendar year basis, which gives an incomplete view of the trend ; 
it fell from $676 millions in the fiscal year 1947-48 to $595 millions in 1948-49 
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ind $111 millions in 1949-50, and is estimated at $20 millions for 1950-51. It is 







herefore difficult to see where the new savings necessary to finance fixed de 
capital investment in 1950 are to come from ; on the basis of present plans, im 
ixed investment is stated to reach $3,600 millions this year, or 5 per cent. fro 

































nore than in 1949. Ca 
Che present high level of business activity has been partly fostered by Bank 
of Canada action. The cash reserves of the chartered banks rose by $15.4 are 


millions in 1949 and in February of last year the bank withdrew the suggestion res 
which it had made to the banks a year earlier that it was “ undesirable for by 
apital expenditures to be financed through bank credit ’’. As a result of these acc 
actions and of a more liberal attitude by the chartered banks (as exemplified by 
by a decline in their average daily cash reserve ratios from 10.3 per cent. to by 
9.9 per cent.) the total of bank deposits rose by $385 millions over the year. 
[t is against this background of rising capital outlay that the foreign 
uccounts should be surveyed. As will be seen from Table III, the extremely 


fortunate experience of 1948 was not repeated, but Canada’s foreign reserves 
TasBLe II 

SAVINGS AND INVESTMENT , Cur 

($ Canadian millions 


Investment 1948 1949 Savings 1948 1949 





Fixed Capital :— Personal as ; 985 959 Curt 
Privately Financed «« 2,663 2,829 inn nneanitibdaiteanichageh "—e 
Government Financed 488 595 Undistributed Profits* 712 625 Othe 

nant a Depreciation Allowances 1,141 1,277 | 

Cotal Fixed Capital 3,151 427 - ane pias Curr 

Inventories .. 646 12 Total Corporate . 1,853 1,905 Net 

Foreign Balance 99 150 Budget Surplust i 652 314 Reli 

Direct Government Othe 
Investment .. ati 495 593 | 
Errors in Estimates .. + 215 ~ 187 | Excl 


Total Investment 4,196 3,589 Total Saving .. j 4,196 3,589 


* After adjustment for inventory revaluation of —$4 millions in 1948 and + $3 millions in 1949 
+ After adjustment for distribution of accumulated Wheat Board profits of $155 millions in 1948 

and $84 million 
did rise by $119 millions. The most striking features of this table are the rise 
in the current account deficit with the United States and the decline in the 
surplus with the sterling area. The decrease in special financing of other 
countries just about equalled the reduction in their imports from Canada 
On balance, the increased private capital receipts from the United States more 

he 


additional direct financing of the sterling area undertaken by 
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Table IV gives more details of the specific items in Canada’s balance ol 
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payments. It has been estimated that Canadian exports were 3 per cent. less 

ysical volume in 1949 than in 1948, while imports were stable in volume 

despite a rise of 3 per cent. in their average price. Apart from the decline ol 

$50 millions in exports to E.R.P. countries, practically all the changes m 

d in relations with the United States. A 

decline in net tourist receipts reflected the relaxation, from January I, 1949 
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millions in dividend payments arose from remittances by United States sub- 
sidiaries to their head offices; it is possible that, in this field at least, Canada 
was experiencing some speculative outward movement of funds prior to 
devaluation. On balance, net receipts from private capital transactions 
improved by $26 millions; most of this was accounted for by an increase 
from $71 millions to $88 millions in funds received for direct investment in 
Canada, primarily for petroleum development. 

Perhaps the most striking feature of Canada’s accounts with the sterling 
area 1S the ea th sté bility of the figures despite sterling area import 
restrictions and “ dollar drives.”” The decline of $110 millions in net receipts 
by Canada of cubeeetitie exchange from the sterling area was primarily 
gc for by a decline of $37 millions in Canada’s net current receipts and 

an increase of $68 miliions i in direct financing of the sterling area’s deficit 
by é rawings on the Canadian credit. These changes were in part forced on 

TABLE III 
CHANGES IN CANADA’S FOREIGN RESERVES 


($ Canadian millions) 


19438 1949 
Reserves Beginning of Year* 502 998 
Current Deficit with U.S.A : ; + = 393 - 594 
rovernment Borrowing in U.S.A ; . - 150 _ 
Other Capital Transactions with U.S.A ‘ . = oA 05 
—— 274 al ~ 529 
Current Surplus with Sterling Area si 615 578 
Loans to Sterling Area .. su aa > = g2 120 
ther Capital Transactions with Sterling Area a 34 29 
——— T 397 — + 487 
Current Surplus with Other Countries a ‘ih 249 196 
Net Loans to Other Countries .. i ‘ in => me 13 
Relief Contributions 7 : ms 6 -. — 59 
Other Capital Transactions é : ne ss 17 —- 33 
—— - £7 _- + 176 
Exchange Adjustment .. ‘ =a as wie _— - I5 
Net Change in Official Reserves* .. a + 490 + 119 
Reserves at End of Year* .. as ie 998 1,117 


* U.S. $ millions. 


oth the United Kingdom and Canada by an unwillingness on the part of 
E.R.P. authorities to finance “ off shore’ purchases on the scale of 1949. 

The general picture to be drawn from these figures appears to be one of 
a high level of Canadian imports resulting from the continued high level of 
lomestic incomes. Unfortunately, however, Canada’s overall payments surplus 
will continue to provide a sufficient foundation for this state of affairs only so 
long as the European Recovery Programme permits the traditional surplus 
with the sterling area to be converted into dollars that can then be used to 
cover the equally traditional deficit with the United States. What, now, of 
the prospect when E.R.P. ends ? 

In some quarters considerable hope has been placed on the Canadian 
market for the elimination of a large part of Western Europe’s dollar deficit. 
[t has been suggested that the devaluations of last autumn will make the 
products of devaluing countries more competitive with United States products 
in the Canadian market than in the protected American domestic market. The 
Canadians are sympathetic to this argument but they could not watch with 
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complete passivity a devaluation which would in part tend to discourage 
imports from and to increase total exports to Canada. They therefore felt 
compelled to protect their weakening balance on current account by devaluing 
their own currency. This action should not affect the relative competitive 
positions of Western European and United States suppliers in the Canadian 
market, but it should improve the position of Canadian producers vss-d-vis 
their United States competitors in Western European markets. 

It is too early yet to judge exactly how effective these policies have been. 
By the end of March, however, Canada’s foreign exchange reserves had risen 
to almost $1,200 millions, largely because exports to the United States were 
running considerably above their 1949 level. United Kingdom exports to 
Canada in the first quarter of 1950 were almost back to their pre-devaluation 
dollar value, while shipments to the United States were showing some signs of 

TABLE IV 
CANADA’S BALANCE OF PAYMENTS WITH ALL COUNTRIES 
($ Canadian millions) 








1948 1949 Change 

Merchandise Exports i as dig “ ‘a 3,030 2,989 — 4! 
Merchandise Imports ~~ my ea - det 2,598 2,696 + of 
Trade Balance . ‘ , “a ns 432 293 — 136 
Freight Receipts (net) sv - i a = 57 38 — 19 
Gold .. Gs am ae “s ss an va 119 139 + 20 
Merchandise, Freight and Gold Balance. . a 608 470 — 138 
fourist Receipts (net) , a4 : ie os 140 97 - 
Interest and Dividends (net) ‘a i wa ea — 255 307 - §2 
Other Transactions (net) .. wi és ec ‘ 25 - $80 - 52 
Current Account Balance .. ra ea ‘i 471 180 — 291 

Relief Shipments . a ii aie “ wie - 19 — + 19 
Net Current Receipts i i am ivi 452 180 — 272 
Government Borrowing .. a ing dei 150 — — 150 
Government Loans (net) .. ie ba a ins — 126 107 + 19 
Net Retirement of Canadian Securities oe ‘ -— 113 —- 42 + 71 
Other Capital ‘ ‘s a os ma Pv 133 88* - 45 
. ’ > , 7 ls pacing. Sra a 

Net Capital Balance oF a ate ; + 44 - 61 — 105 

Total Balance she a os F ae 496 119 - 377 


* Includes exchange adjustment. 


new declines. On the other hand, Canadian exports to the sterling area so 
far this year have been well below their 1949 level. In March, in fact, for the 
first time in many years, Canada imported more from the United Kingdom 
than she exported to her. 

In many ways Canada and the United Kingdom seem likely to face similar 
problems—and similar prospects—in 1950. On the one hand the high level of 
economic activity generated by heavy investment in both countries may 
produce difficult problems if inflation is to be restrained; on the other hand, 
both countries may perhaps hope for some reduction in the seriousness of the 
“dollar problem’. If this judgment is correct, the relative success or failure 
of each country in seizing its opportunities may provide an interesting com- 
mentary on the contrasting desirability of the ¢ ~anadian and British approaches 
to economic planning ; and control. 
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Parliament’s Control over Taxation 
By Paul Finzig 


N an article in the April issue of THE BANKER the present writer drew 
| sttention to some aspects of the vexed question of the inadequacy of Parlia- 
ment’s control over expenditure. The object of this article is to draw 
attention to comparable tendencies in relation to taxation. Whereas on the 
expenditure side the difficulties are of long standing and arise mainly from the 
sheer complexity and range of Government activity under modern conditions, 
on the side " taxation they spring primarily from procedural changes of quite 
recent origin. Indeed, this development was deliberately set afoot by a surrep- 
titious diresinn of the Constitution which the Government in effect imposed 
upon Parliament through a Budget resolution last year. It has been fostered 
again—in a modified but still dangerous form—in a Budget resolution this 
year. Yet even this latest development has provoked only a token protest 
from the Opposition, which appears to be either unable or unwilling to grasp 
the critical importance of the constitutional issue involved. Put briefly, that 
issue is that, both this year and last, the age-long right of Members of Parlia- 
ment to move tax reductions has been deliberately whittled down. Last year 
they were prevented from even debating Purchase Tax. This year they may 
be allowed to do so, but they will not “be able to move amendments to the 
Finance Bill designed to secure reductions of Purchase Tax on individual items. 
To understand how this has come about, it is necessary to recall the rather 
shabby story of how these rights were infringed in 1949, as a result of a sly 
procedural trick practised by the Government upon the Opposition, and 
indeed upon Parliament as a whole. The procedure on Budget day is that, 
as soon as the Chancellor of the Exchequer has finished his speech—even 
before the chief Opposition spokesman has made his traditionally perfunctory 
reply—the Chairman of the Ways and Means Committee “ puts the question ’ 
on each of the resolutions giving effect to the proposed tax changes. These 
resolutions are then passed formally and forthwith, without division, amend- 
ment, debate, or even time to study them. Simultaneously, one other resolu- 
tion is proposed but not immediately passed. Technically it is on this last 
resolution that the Budget debate takes place, though it is never even men- 
tioned during the course of a broad debate. Its text is always drawn up in 
such a way as to ensure a debate on broad general lines, the conventional 
wording being: “ That it is expedient to amend the law with respect to the 
National Debt and the public revenue and to make further provisions in 
connection with finance’’. Although the wording has been varied occasionally, 
until last year it had always been similarly meaningless and innocuous. The 
practice was to pay little attention to it, since it was known to be a mere 
procedural formula of the sort that is used in abundance in Parliamentary 
practice; in most years, indeed, the resolution was probably passed at the 
end of the Budget debate without any M.P. having read it carefully, if at all. 
Until 1948, the Budget resolutions, like all other resolutions, were duly 
debated and scrutinized on the Report stage. In 1947, however, the Govern- 
ment had new Standing Orders passed by Parliament, under which the Budget 
resolutions were to be taken purely formally—without any facilities for amend- 
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ment or debate-—on their Report as well as on their Committee stages. This 
meant that if, contrary to the long-standing practice, provisions of significance 
were slipped into these resolutions, the Government had a good opportunity 
of passing them through the House unnoticed. Last year, having felt himself 
inconvenienced by the flood of amendments on the subject of Purchase Tax in 
the previous year’s Finance Bill debates, Sir Stafford Cnpps took advantage 
of the loophole thus opened up. The traditional text of the final Budget 
resolution was altered so as to include a significant exclusive phrase. The 
actual resolution moved: “‘ That it is expedient to amend the law with respect 
to the National Debt and the public revenue (other than Purchase Tax) and 
to make further provisions in connection with finance’’. In his long Budget 
speech the Chancellor made no reference to the insertion of these four words 
(‘ other than Purchase Tax ’’) and it was not until the Finance Bill came before 
the House that the Opposition realized that, under the interpretation of the 
text by the Chair, M.P.s were precluded from moving amendments relating to 
a tax that affects practically every consumer in the United Kingdom, and 
even from debating it. 

There is no point now in elaborating a condemnation of the way in which 
this amendment of the Constitution was slipped through. No doubt the 
Opposition and—let us be frank—those of us in the Press whose duty is to 
follow such matters, deserve criticism for omitting to notice it at the outset. 
But any Minister or Government supporter who still considers the manner of 
its introduction to have been a splendid joke should be reminded of what 
unbiased constitutional historians have had to say about the very similar 
“crime of 1873’ in the United States.* The point that does need stressing 
now is that this year, despite last year’s experience, and against all Parlia- 
mentary traditions, the possibility of ame nding Purchase Tax on the Com- 
mittee stage of the Finance Bill will be again unreasonably circumscribed. 
This year’s final Budget resolution read: ‘‘ That it is expedient to amend 
the law with respect to the National Debt and the public revenue, and to 
make further provisions in connection with finance, so, however, that this 
Resolution shall not extend to the making of amendments of the law relating 
to Purchase Tax except amendments, if any, reducing the first, second or third 
rate of the tax generally for all goods to which the rate applies”. Under this 
resolution it will be in order on the Committee stage of the Finance Bill to 
introduce amendments moving the reduction of the tax on all goods that are 
at present subject to the 334 per cent., or 66% per cent., or 100 per cent. rate of 
tax; it will be out of order, however, to move amendments relating to reduc- 
tions of individual Purchase Tax items. In practice, this restriction makes it 
virtually impossible for any amendment to be pressed to a division, for the 
Opposition is not likely to wish to effect such indiscriminate reductions for 
the sake of reducing the tax on one or two individual items. In the circum- 
stances, can it realty be argued that this latest restriction of the nght of 
M.P.s to move Purchase Tax reductions is less severe than that of last year ? 
It is hard to feel that it is. 

This being so, it is surprising that the Opposition—which has been criticized 
for “‘ harassing ”’ the Government with divisions on less important matters— 





* In 1873 sliver r was in effect demone tized in the United States when the silver dollar was 
deliberately omitted from the list of coins included in a purely technical Act dealing with the 
operations of the Mint. The significance of this omission at first escaped Congress.—Eb. 
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should have allowed this exceedingly dangerous encroachment on Parliament's 
constitutional rights to be repeated without more than token-resistance. No 
doubt it is still feeling somewhat embarrassed by its failure to notice last 
year’s trick in time; and, admittedly, this year Mr. Stanley has emphasized 
that its acceptance of the latest restriction must not be taken as a precedent. 
Yet its knowledge of the lessons of constitutional history surely ought to have 
led it to divide the House on this restrictive resolution on the Committee stage, 
and again on the Report stage. 

Through the centuries of Parliamentary democracy, successive Govern- 
ments have reserved to themselves the right to move additional taxation, but 
it has always been the recognized privilege of the House of Commons and its 
Members to move the repeal or reduction of existing taxes. It is primarily 
in order to safeguard this ee that the Government is under obligation 
to introduce a Finance Bill each year even if it proposes to mé ike no change 
in taxation; certain taxes (at prese nt Income Tax, Surtax and Excess Profits 
Tax) have to be renewed each year even if their existing rates are to be main- 
tained. This procedure is not a mere formality; it serves the purpose of up- 
holding the constitutional right of M.P.s to safeguard the taxpayers’ interests 
—the right that was in fact the original raison d’étre of Parliament itself. 

It is much to be hoped that the Committee stage of the Finance Bill this 
month will show that the present Parliament has no intention of abdicating 
this responsibility. Certainly public opinion needs to be made aware of the 
issues at stake. In this instance, the Press—especially the popular Press— 
has done less than its full duty. This is a matter that must be lifted above 
the plane of party politics. It is the duty of Parliament and Press to keep 
vigilant to resist any attacks of the Executive upon the safeguards of the 
British Constitution 
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ae ieeme in “Foreign” Banking 
Il — Risks in the Import Trade 


By Service Etranger 


HE nrst article in this series, which appeared in THE BANKER last April, 

surveyed the risks involved for British banks in financing the export 

drive. This second article will be concerned with the risks arising in the 
financing of British imports. Apart from open account transactions between 
buyer and seller, imports into the United peg sg are usually financed either 
by bills drawn on the buyer and presente »d to him for payment through a bank 
w by letters of credit established in the seller’s favour at the buyer’s re: juest. 
In general, the inward stream of bills for collection flows smoothly; it is on 
their letter of credit business that British banks run most risks where imports 
are concerned. 

Most import credits are initiated in response to a request from an importer 
to his bank to establish a credit in favour of an overseas seller. The bank will 
require from the importer precise instructions covering the terms of the credit ; 
these having been clearly set out, the bank communicates them to the seller 
through a correspondent bank in the seller’s city. The letter of credit, besides 
spe cifying the amount covered, the documents to be tendered, the nature of 

the goods and the expiry date, nearly always contains an undertaking by the 
establishing bank to honour any drafts drawn under the credit and negotiated 
by third parties in reliance on its terms. (The conditions laid down for the 
protection of such negotiations need to be strictly observed; if a bank discounts 
a seller’s bill for some reason outside the stated terms, it may not be able to 
obtain payment from the establishing bank and will certainly not be able to 
sue on the credit.) 

The bank which establishes an import credit is thus brought into close 
relations with two parties, the importer and its own correspondent in the 
exporting country, both of whom may be valued customers with whom good 
relations must be maintained. The financial standing of the importer must be 
the establishing bank’s first concern; it will be bound to take up the documents 
if they comply with the terms of the letter of credit and it will want to be 
reimbursed immediately on doing so. Even if the credit is of the revocable 
type, the bank must be certain of being able to debit the importer, for, once 
a correspondent bank has negotiated a bill drawn under a properly observed 
revocable credit, the establishing bank must honour its engagement. With 
‘undoubted ”’ customers the risk of default should, of course, be small; such 
customers are usually granted an unsecured global limit based on their standing 
—a limit which often covers other credit facilities, such as overdrafts and 
discounts. Nevertheless, many of these big importers are buyers of primary 
products | on a large scale, and the risks always run in such trades make it 
necessary for the bank to keep a close watch on the situation in numerous 
commodity markets. Moreover, big traders often have accounts with, and 
open credits through, several different banks ; it is sometimes very difficult 
to know how far any one importer has committed himself. Shortly before the 
war one such importer was able to carry out a big swindle through his possession 
of credit arrangements at two separate banks. 
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The weak customer who wishes to open import credits brings very real 
risks to his bank. It is not always possible to demand that such a customer 
puts up full cash cover or other suitable security when he asks for the credits 
to be opened. By very reason of his “‘ weakness ’’ the customer may have 
difficulty in meeting such requirements. ? is in matters such as this that the 
real quality of a banker's judgment is tested. It may not always be equal to 
the test; but nothing could be further from the truth than the allegation, 
sometimes made, that in questions of credit the small man will be refused an 
inch while the big concern is offered an ell. 

When a customer defaults and cover has not been taken, the establishing 
bank may have a line of defence, in that it secures the documents giving title 
to the goods when it pays under its undertaking. But this is not always the 
case. The transit document may be an air consignment note or some other 
document that does not in itself convey title to the goods. Moreover, even 
where a full set of bills of lading is secured and the banker realizes the goods, 
there is the risk that the proceeds will fall short of his claim. Unfortunately, 
defaults are most likely to occur just when merchandise is hardest to sell. The 
experience of British banks at various times in the int er-war years impressed 
on them the advisability of taking a generous ‘“‘ margin ”’ from those customers 
who were unable to put up full cash cover for their liabilities. 

Importers are often not in a position to pay for the goods until they have 
been resold. The normal procedure in such circumstances is for the bank to 
deliver the documents to the customer against a trust receipt or letter of 
hypothecation, under which the customer undertakes to remit the proceeds of 
the goods as and when they are sold. On one occasion this procedure enabled 
an importer to pledge documents to a second bank (Lloyds Bank Ltd. v. Bank 
of America National Trust and Savings Association, 19: 38), and the first bank, 
the holder of the letter of trust, was left high and dry. A safer procedure 
which is sometimes insisted on is for the bank to warehouse the goods in its 
own name and issue delivery orders, against payment, as and when directed. 
With this method, of course, the bank has to ensure that it will be recouped 
for warehouse charges and insurance. 

Insurance is another subject to which bankers engaged in documentary 
credit business must pay particular attention. When a bank is establishing a 
credit, it must satisfy itself that the proposed shipment has been or will be 
covered by adequate insurance, which in this context usually means the c.if. 
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value plus 10 per cent. If the contract requires the importer to effect cover, 
either the policy should be lodged with the bank or the pain must attest 
that the subject matter has been declared under a + agen open policy. When 
insurance is effected by the seller payment under the credit may be refused if 
he puts in an insurance document other than that called for. If the credit 
specifies a policy, a buyer under a c.i.f. contract cannot be compelled to accept 
an insurance certificate or cover note. This ruling extends even to shipments 
from France, where the usual insurance document is an avenant, a certificate 
issued ‘‘ to whom it may concern ’’. American exporters also frequently proffer 
insurance certificates and claim that these “ represent and take bege place of 
the policy ’’, but British courts have held (Diamond Alkali Co. v. Bourge 01s, 
1921) that such certificates cannot be forced upon a c.i.f. buyer. in practice, 
credits opened by British importers in favour of American sellers usu< lly side- 
step this diff iculty by calling for insurance certificates, but the position is not 
satisfactory and one day somebody may be trapped by this. 

There may also be difficulties for the banker where his importer-customer 
is a beneficiary under a counter-credit; the importer in such a case may inform 
his bank and then will normally regard the existence of this credit as satis- 
factory cover for his liability under the credit established at his request. 
However this may be, banks usually approach counter-credit business with 
caution, particularly when the customer is a weak one. The effic acy of the 
supposed guarantee will depend not only on the standing of the issuer of the 
counter-credit, but also on whether both credits call for precisely the same 
documents and whether the counter-credit has at least a slightly later validity 
date. 

Before the war a substantial part of the world’s foreign trade was financed 
by means of bills drawn on London under acceptance credits, but British 
banks have only recently been permitted to resume the granting of acceptance 
lines to ‘‘ non-residents ”’. An acceptance risk can be a big risk, and acceptance 
facilities are therefore confined to strong customers. Even then such facilities 
should normally be granted only where they are customary in the trade con- 
cerned or where processing prior to re-sale is involved. The main goods covered 
by acceptance credits are staple foods and ee minerals, metals and other 
primary products. Every request to “ accept’ against manufactured goods 
should be scrutinized with the utmost care: omits such applications are 
turned down. 

Banks are sometimes called upon to provide facilities for traders who buy 
raw material in one overseas country for processing in another, before eventual 
transhipment either to the United Kingdom or to a third foreign country. 
This type of business became very familiar to London banks just after the 
war, when raw wool was being sent from Australia and South Africa to Italy 
and other countries for making up into yarn to be sold elsewhere. The risks 
involved in financing such trade are fairly obvious. The wool has to be 
entrusted to manufacturers in a foreign land who are not customers of the bank ; 
their undertaking to hold it, and the subsequent product, to the order of the 
London bank may or may not be worth accepting. Insurance has to cover 
not only a sea journey from the other end of the world, but risks—including 
political risks—in perhaps two other countries. Raw material made up in 
Czechoslovakia and then consigned to Danzig for shipment may be cited as 
an example of some of the business handled. Fortunately, the Export Credits 
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Guarantee Department provides insurance against some of the risks involved; 
where the goods do not touch the United Kingdom, its External Trade (or 
E.T.) policy gives the merchant (and so his bank) a generous measure of 
protection. 

One kind of financing other than that on documentary credits should be 
mentioned here—the finance of consignment business. Although its volume 
is small to-day, more settled conditions (and buyer’s markets) may make it 
popular again. An exporter of some primary product, usually a durable 
product, may send a cargo to his agent in Britain to be sold by him as and 
when buyers can be found. Ordinarily, any finance for such business is 
arranged by the exporter; but sometimes the agent, the importer, may borrow 
instead. Exporters on consignment whose local overdraft rates are high 
sometimes seek the convenience offered by lower rates in Britain; if they 
succeed in arranging for such finance, they send the relative documents to the 
lending bank. The bank usually warehouses the goods in its own name and 
issues delivery orders to buyers at the agent’s request. The proportion of the 
total invoice value advanced depe nds, among other factors, on the demand 
for the goods, for some durable primary products (for example, certain varieties 
of mica) are notoriously subject to wide fluctuations in consumer demand. 
One thing common to most advances of this kind is the difficulty of getting 
money out of the exporter if sales are sluggish and warehouse and insurance 
charges pile up. This risk justifies banks in insisting on a generous margin. 

[rade in perishable commodities is even more full of hazards than trade in 
durables. The financing of the import of fruit, for example, calls for constant 
watchfulness; if the importer rejects a cargo, even though there is nothing 
wrong with the quality, re-sale may bring in but a tiny fraction of the invoice 
value. Unfortunately, since the war this market has been more than ordinarily 
marred by unscrupulous exporters, with the result that buyers have become 
somewhat fractious, and therefore inclined to pick upon small discrepancies. 
A London bank which has advised a “ negotiating ’’ credit can be placed in 
an awkward position when the bank overseas has negotiated a documentary 
bill drawn against the credit if the buyer on this side rejects the documeats 
on a technically valid but essentially frivolous pretext because he has reason 
to fear that the goods concerned are not up to standard. The London bank 
finds itself in a dilemma between a correspondent whose negotiations ought 
to be honoured if proper care has been exercized, and a customer who is standing 
on his rights in an unreasonable manner. 

The gross profits per cent. made by banks out of the various kinds of 
finance extended to those engaged in overseas trade are so small that such 
financing is made possible only by big turnover and constant vigilance. On 
outward bills, for example, Is. or 1s. 6d. per £100 is representative of the gross 
profit content of the commission charged by one of the Big Five banks, a 
commission which includes that of the collecting bank overseas. Where the 
bills are negotiated there is, of course, the interest gain and 4 per cent. pet 
annum is a fair return here. With documentary cre dits the commission rates 
are rather higher than they used to be, but such business is remunerative only 
if the transaction goes through smoothly. If customers were made to bear the 
cost of the correspondence arising from their errors and changes of mind, not 
to mention the vacillations of their principals, the finance of foreign business 
would be a good deal more costly to them than it is under present conditions. 
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The Dutch and Dollar Incentives 
By W. A. Everitt 


OR the past eight months exporters from Holland to the United States 
Piss Canada have been allowed by the Dutch authorities to retain 10 per 

cent. of the dollars they earn. This concession was introduced as an 
inducement to increase sales to the North American market. Broadly speaking, 
the dollars earned can be put to three uses. They may be spent on advertising 
of a kind for which the Netherlands Bank would not otherwise grant foreign 
exchange, on business travel expenses above the allowances officially made 
available, or, thirdly, for unrestricted import of American luxury goods and 
equipme! nt for which import licences are not normally given. Alt ernatively, 
the dollars may be held in a special account with the Netherlands Bank. 

Since the Netherlands Bank usually authorizes fairly readily the dollars 
required to finance sales promotion or to cover the cost of business journeys 
in the United States, the import of American goods is in practice the only 
important use to which these “ concessionary ”’ dollars are put. By importing 
scarce luxury goods and selling them against guilders in the home market the 
exporter makes a larger guilder profit than he would have made if the entire 
dollar proceeds had had to be aaa in at the official rate of exchange. Yet 
the ke cnest advocates of the scheme in Holland are being forced to admit that 
so far it has failed to stimulate Dutch dollar exports. 

During the two years that preceded devaluation, several different plans 
were mooted in Holland with the object of mitigating the effects of over- 
valuation of the guilder against the dollar without resort to overt devaluation. 
Various proposals were put forward, but all seemed likely to incur if not an 
embargo from, then at least the disapproval of, the International Monetary 
fund. Throughout these protracted debates it was always assumed that the 
incentive scheme should allow exporters to retain some portion of their dollar 
earnings. The undecided question was how “ free ’’ those dollars should be. 
The original proposals envisaged that they would be subject to hardly any 
restraint. If this scheme had been acce pted, it is probable that the bulk of 
the dollars would have been salted away in the United States, as many well- 
to-do Dutch business men have long been in the habit of keeping precautionary 
balances there. Indeed, the proponents of the scheme argued that legalization 
of this habit would in itself act as a potent incentive. The Dutch authorities, 
however, rejected the scheme—chiefly on the ground that such freedom would 
open loopholes for the escape of other dollars, beyond the permitted quotas, 
into bank accounts over which they could no longer exercise control. 

Another suggestion put forward in 1946 was that exporters should be allowed 
to sell their retained dollars in a free exchange market. This plan, however, 
would have given rise to dealings of a kind to which the I.M.F. was sure to 
object, and would also have been subject to many of the disadvantages of the 
scheme already discussed. The free dollars would have been made available 
at a premium to anyone who wanted to acquire reserves abroad, as well as to 
arbitrageurs in Dutch guilder securities in the New York market (where Dutch 
securities cost some 40 per cent. of their value in Holland) or in any other 





va 


GILLETT BROTHERS |) = 


to 


| DISCOUNT COMPANY i 


trea 
tic 


LIMITED NT ae 











































if de 
H ; 
“ET ” ! int 
SUMMARY OF ACCOUNTS, 31st January, 1950 - 
, 
BALANCE SHEET 1 of 
; 0 
ia} £ £ 
} s} CAPITAL: BALANCES AT BANKERS AND | 
I} «=. 334% Preference Stock 250,000 | CASH IN HAND .. ie 513,889 | meé 
i ft} «Ordinary Stock ‘ 750,000 | ' wi 
ay ———— 1,000,000 | INVESTMENTS, /ess Reserve .. 18,371,954 
| SHARE PRE MIUM | ex 
|| ACCOUNT _. 425,000 | BILLS DISCOUNTED, th 
RESERVE ACCOUNT 325,000 | less Rebate .. 57,224,836 “Es 
PROFIT AND LOSS | Tor 
RLUNE _74,074' DEBTORS ns =u =, 2 of 
1,824,074 | I 
| LOANS .. 73,862,000 Hl toon 
DEPOSITS, OTHER 
| LIABILITIES AND of 
| RESERVE FOR | | ssh 
| CONTINGENCIES 693,892 | i : 
-—_——— 74,555,892 } the 
Contingent Liability on } In 
Bills Rediscounted ex- als 
4| cluding Treasury Bills, aly 
| £4,926,045. In 
£76,379.966 £76,379,.966 |} | its 
7 a [ ae || | br 
PROFIT AND LOSS ACCOUNT wt 
} m 
£ £ £ iit 
To DIRECTORS’ By GROSS PROFIT for the year, Wt | an 
EMOLUMENTS _.. 14.098 | after providing for Rebate, | on 
SALARIES. RENT and Amortisation of Stock Pre- | 
” other Charees 20.977 | miums and Taxation and ral 
sisi Eales dk after transfer to Reserve for ve 
» BALANCE, carried down 132,314 | Contingencies is os 167,389 |i} | 
Pete = — Il do 
£167,389 | £167,389 wt 
| aS ip Fl 
» RESERVE ACCOUNT 75,000 | .. BALANCE brought down .. 132,314 the 
} , DIVIDENDS, less Tax— ap} . 
} On Preference Stock.. 4,813 , BALANCE from previous 
On Ordinary Stock account i aa es 71,073 Ih | th 
(12 per cent.) .. 49,500 | | the 
| Ba 
, BALANCE carried to | | ; ret 
Balance Sheet oa 74,074 | ‘ 
cmeumeniints t —_—_— ex 
£203,387 | £203,387 he 
lu 














THE ‘DU TCH AND DOLLAR INCE NTII ES 189 











variety of cheap guilders which could be resold internally at parity. A scheme 
resembling the present one, which would have limited the use of free dollars 
to the import of goods, was also mooted in 1946, but found less support in 
usiness circles at that time. Before the devaluation, the profit on exchange 
transactions was likely to be greater than that from the import of luxuries. 

At the beginning of September, 1949, however, the authorities finally 
decided to put this modified incentive scheme into effect. Ten days later sterling 
—and with it the guilder—was devalued by 304 per cent. The authorities 
decided, however, not to abandon the incentive scheme, although it met with 
increased political criticism on the grounds that such a devaluation should 
provide, at least for a time, all the exchange differential required to divert 
exports from soft to hard currency markets. In other words, the justification 
of the scheme was seriously undermined at the very moment of its inauguration. 

The unpropitious moment of its birth was not, however, the main impedi- 
ment in the way of the scheme’s success, for it is more than questionable 
whether Holland’s export trade with the United States lends itself to much 

xpansion, whatever the inducement offered. Holland’s visible exports to 
the United States consist mainly of tulip bulbs, small quantities of Dutch 
food specialities, gin, beer, and a strictly limited range of manufactures, mainly 
of consumer goods; in all, Dutch exports to the United States amounted to 
Fls. 113 millions (or just over £10 millions) in 1949. Substantial dollar earnings 
on invisible account, such as the profits remitted by the American subsidiaries 
of Unilever, N.V., the Dutch Philips factories in America, the earnings of the 
shipping companies or the Royal Dutch Shell group fall outside the scope of 
the incentive scheme. Moreover, the dollar earnings of Dutch enterprises in 
Indonesia are no longer accruing to the Netherlands Treasury, and it was 
always doubtful how far Dutch merchants operating from Holland, but selling 
[Indonesian exports direct to America, would qualify for a dollar bonus. 

Although the scheme has had little or no effect on Dutch dollar earnings, 
its indirect effects on the Dutch economy have been marked. The scheme has 
brought in a considerable quantity of goods for which the consumer is evidently 
willing to pay a high price. In the months immediately before Christmas, the 
most profitable way of using the incentive dollars was by importing raisins 
and almonds. The exchange rate for the “ raisin and almond ”’ dollar was at 
one time as high as Fls. ro to the dollar, compared with an official exchange 
rate of Fls. 3.80 to the dollar. Later, nylon stockings became the most profitable 
vehicle for converting the free exchange into guilders, although some of the 
dollars have also been spent on American motor cars and on office machinery, 
which is otherwise unobtainable. The rate gradually declined until it is now 
Fis. 6.75 (a one dollar bill costs Fls. 6 in the ‘‘ black ”’ market), or nearly twice 
the official exchange rate. 

The failure of the scheme has not been due to any lack of sympathy from 
the Dutch Government. It is known that in some instances the Netherlands 
Bank has gone beyond the terms of its promise and has consented to the 
retention of as much as 20 per cent. of the proceeds of dollar exports when the 
exporter has convinced the authorities that by retaining a larger percentage 
he could reduce the dollar price of his goods to a competitive level. In all, 
luxury imports under the incentive scheme during its first four months were 
probably worth nearly $2.5 millions, substantially more than ro per cent. of 
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the proceeds of visible exports for dollars during the same period. Moreover, 
further sums are kept in the suspense account with the Netherlands Bank, and 
it is common talk in Holland that exporters have been visiting the United 
States for purposes that can hardly be termed business journeys. 

The incentive scheme, in short, is being handled with just that liberality 
for which the Netherlands Bank is commonly commended in its own country 
and criticized elsewhere. This is true of the use to which the dollars are put 
as well as of the amount released. Officially, incentive dollars are available for 
use only by the actual exporter. But the tulip grower is hardly an expert in 
Cadillacs, almonds or nylon stockings. Thus in practice there is a free market 
for these dollars; anyone can purchase them through the banks, who deal 
quite freely in them. Hence there is a uniform market, at rates that vary 
almost from hour to hour. It should perhaps be added that, since the gearing 
between the official and the incentive dollar is 9 : 1, the extent to which the 
guilder is further devalued by the incentive scheme is not large. One hundred 
U.S. dollars at the official rate of exchange are worth Fls. 380; at the mixed 
rate, taking the current quotation of Fls. 6.75 for the 10 per cent. bonus, it 
works out at Fls. 410 per $100, or 8 per cent. below the official rate. 

At the naan few Dutch exporters are using this 8 per cent. margin to 
offer more competitive prices. The tulip exporters, for instance, have not 
reduced prices in the United States at all since September 18. In a few cases, 
however, some competitive advantage has been gained by the scheme. Dutch 
diamond traders have found that they are able to undercut their Belgian com- 
petitors in the American market by selling their diamonds at a small loss and 
recouping this by the sale of bonus dollars to Dutch importers. 

A few other interesting points about the development of the scheme may 
be briefly mentioned. First, there has been little demand so far to use the 
incentive dollars in Holland for the repatriation of securities; the premium 
on nylon stockings has been bigger than the New York discount on guilder 
securities. As the nylon and Cadillac premium is running off, security transac- 
tions are becoming more remunerative and already the Netherlands Bank is 
said to have overruled its earlier regulations and approved a number of such 
transactions. Secondly, although the incentive dollars need not ne cessarily be 
spent in the United States or Canada and may be used to purchase any other 
currency, little use has been made of this facility so far except for small pur- 
chases of Swiss francs. Thirdly, while the scheme does not apply to the re- export 
to dollar areas of goods previously imported against dollars, the re-export of 
soft currency imports to dollar areas does qualify the trader for his bonus. It is 
difficult, however, to assess how far commodity shunting to the detriment of 
the sterling area has been facilitated by the cross rate arising out of the bonus. 
If such transactions have taken place, they have certainly been very small. 

The future of the scheme is by no means assured. There is a good deal 
of opposition on the all too obvious grounds that Holland can ill afford to 
squander a not inconsiderable portion of its small dollar earnings on fmills 
and fancies; despite the liberal attitude of the authorities, they themselves 
are none too pleased with it. The real justification for its continuance would 
seem to lie in the scornful attitude of Dutch traders to exchange control. It 
is probably better to legalize their love for cross rates than to drive it under- 

ground. 
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Changing Patterns in Scots Banking 
By F. W. Forge 


HROUGHOUT 1049 and the early months of 1950 the Scottish banks 
[have operated against a general. background not significantly different 

from that of the previous year. The process of introducing light industry 
into development areas and into the country at large went on more rapidly 
than in 1948, but probably at about the same rate as in 1947. According to 
some authorities, the point has now been reached where virtually all the 
labour available for this type of work has been absorbed, except in the High- 
lands and Islands, where most Scots regard development as having been 
disappointingly slow. Concurrently with this expansion of light industry, 
there has been a slight contraction in some of the long-established heavy 
industries. The reduction in output of such industries as shipbuilding, c clearly 
foreseen over a year ago, has not yet materialized, but unemployment has, 
nevertheless, risen rather more in Scotland than in England in this past year, 
despite the considerable influx of new industry. 

This slight rise in unemployment may, perhaps, help to explain the fact 
that the only full figures available for the Scottish banks show a fall in gross 
deposits of a trifle over I per cent., whereas in the calendar year 1949—the 
nearest comparable period—gross deposits of the English clearing banks were 
stable, and net deposits rose by nearly 1 per cent. The difference, however, 
is too small for much import to be read into it, especially as it is necessary to 
enter a caveat about the whole basis of the Scottish figures. Since the Scottish 
banks as such are not under the obligation imposed on the clearing banks 
to publish monthly statements and to make up their balance sheets on 
a uniform date, the only statistics available are those drawn from accounts 
referring to dates ranging from end-September, 1949, to April 1, 1950. The 
weighted average of these corresponds closely to the calendar year, but it 
would clearly be unwise to make any close comparison between changes shown 
as between such notional years and those shown by the clearing hashes. 

Some Scottish bankers assert that the picture is further distorted by the 
fact that deposits fall much more sharply during the period of maximum 
income tax collection in Scottish than in English banks, but it is still not 
possible to check this assertion by published figures. Under Section 433 of 
the 1948 Companies Act, banks and certain other companies are now obliged to 
publish half-yearly returns of certain figures, but although these returns are now 
available, and can be collected from the banks, they are not very satisfactory 
indicators of the movement of deposits over the half-year. For one thing, the 
Bank of Scotland does not have to publish half-yearly figures because it was 
set up under a purely Scottish Act; for another, the terms used are not those 
of normal banking parlance and no bank is compelled to give the figure for 
its advances. Those figures which are available do not in “all cases bear out 
the suggestion that de posits are at their maximum very early in the year, 
but it may be that this is because figures for any given day do not always 
reflect the average experience around that date. 
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The slight contraction in deposits in Scotland in the notional year covered 
by the latest statistics contrasts with the experience of the two preceding 
when expansion in Scotland was rather greater than in England. As 
in each of the two preced years, however, the movement in deposits has 
some extent offset by an opposite movement in the note circulation, 
deposits fell by £7.6 millions last year, the note circulation rose by 
{2.1 millions, or rather more than 3 per cent. This expansion in note circula- 
tion has been shared between all the banks except the Bank of Scotland. The 
figures for Scottish bank note issues show that the total had 
March; although this is {1.5 million below the 
lable I, it represents a rise of £300,000 on 
It may be noted that the Bank of England active note circulation 
1e calendar year by £28.8 millions, or rather more than 2.2 per cent. 

it is now possible 
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increased during the year, and the 
of some {10 millions, or 1.45 per ce 
between the English and Scottish experience. 
from 12.2 to 12.8 per cent. of net deposits. In comparing this figure with 
the basic 8 per cent. which the English banks are expected to keep from day 
to day, it is necessary to take account of the Scottish banks’ note circulation. 
fhe difierences between Scots and English during the year are somewhat 
marked when one examines changes in the distribution of various classes 
of assets. Broadly, it is true, the Scottish picture resembles the English. It has 
features—the rise in advances and the heavy fall in Treasury deposit 
receipts. But though the latter movement is, in proportion to the total, very 
similar to that shown by the English banks, the former is considerably sharper. 
Further, while the Treasury's policy of switching from T.D.R.s to bills pro- 
duced a rise in the bill portfolios of English banks by some 50 yee cent. on the 
year, in Scotland the bill holdings actually showed a modest decline—despite 
It is, of course, a long-estab- 
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; BANK MELLI IRAN 
(NATIONAL BANK OF IRAN) 
| Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
CAPITAL FULLY PAID ... Rials 300,000,000 
RESERVE (Banking Department) Rials 1,120,000,000 
| RESERVE (Issue Department) ae Rials 1,000,000,000 
Governor and Chairman of Executive Board: ABOL HASSAN EBTEHAJ 
HEAD OFFICE: TEHRAN, IRAN (Persia) 


Over 190 Branches and Agencies throughout Iran 


New York Representative: London Representatiee: | 
One Wall St., New York 123 Old Broad St., E.C.2 


' 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
| The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 







Transactions, provides special facilities for Documentary Credits, etc., with its numerous 
Branches in Iran deals with every description of banking business. Especial services for all kinds 
of information regarding import, export and trade regulations in force in Iraa. } 
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holding more cash, the banks in Scotland hold fat 
less Hoating debt. They make up for this by much heavier holdings of invest- 
ments than the English with a few exceptions, these holdings are 
in either short or medium dated stocks. Even so, the high ratios of invest- 
ments to deposits made last autumn’s experience in the gilt-edged market of 
acute concern to all Scottish bankers. 

For all that, the balance sheets confirm that there has been no change in 
the traditional Scottish objection to large portfolios of floating debt. The 
policy of passive resistance to taking more than a minimum of T.D.R.s has 
been continued; every op portunity of reducing the holding seems to have 
been taken. The Treasury’s switching policy has restored a greater degree of 
freedom to the banks to control the disposition of their resources within limits, 


tradition that, while 
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SCOTTISH BANKS—LIABILITLES 
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nd the Scottish banks obtained an option which was not in practice open to 
the clearing banks—they have been to accept repayment of T.D.R.s 
while neglecting to replace these holdings by bills. Moreover, on the figures 
of the annual balance sheets, the amount of money lent at call has also fallen, 
from £08.5 to {06.1 millions. The amount in the three categories combined 
—call money, bills and T.D.R.s—fell on the year by no less than £28.6 millions, 

or over 21 per cent. In England the fall was only 5.7 per cent. 
This, however, end the list of divergencies in practice. The 
English banks added £ 33 ;.9 millions, or some 2.3 per cent. to their investment 
holdings, whereas the Scottish portfolios were reduced by £5.8 millions, or 
LI per cent. No criticism can be advanced against this policy. It represents 
a continuance of a movement which has been in progress for some time. As 
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a result of a minor change in emphasis, there is a faintly discernible tendency 
for Scottish practice in investment to come closer to English practice. As a 
result of this, the Scottish banks, starting from a very much higher level, 
have increased their investments by 121.5 per cent. since 1938, whereas the 
English banks have raised theirs by 138.1 per cent. Even so, the English 
investment ratio is down from 28.1 per cent. of gross deposits to some 24.3 
per cent., while the Scottish has declined only from 56.7 to 54.9 per cent. 

The clue to the simultaneous decline in holdings of T.D.R.s, money market 
assets and investments is to be found in the trend of advances. These show 
an increase on the year of no less than 16.1 per cent. compared with a rise in 
England of only 10.5 per cent. The expansion which up to a year ago had been 
running roughly parallel in the two countries has now gone rapidly ahead in 
the north. The expansion since 1938 now amounts to 64. 8 per cent. for Scot- 
land and 57.6 for England; the very imperfect figures given under Section 433 
of the Companies Act, mentioned above, suggest that the growth continues 
north as well as south of the border. One hears not infrequently that demands 
for advances are increasing much more rapidly than the actual amount granted. 
This disparity is partly a reflection of the official directives which impose 
restraint upon the types of advance to be considered; but beyond doubt it 
also reflects the caution of bankers in face of a less assured trade prospect than 
formerly. The more rapid growth of Scottish advances possibly owes some- 
thing to the number of development areas in Scotland and to the efforts being 
made to develop the Highlands and Islands, but it must also be remembered 
that not all advances by Scottish banks are used in Scotland. 

There is little in the figures analysed above, or in those for the individual 
banks shown in the accompanying tables, to suggest any marked change in 
earings from current banking business, whether as between the latest year 
and its predecessor, or as between one bank and another. It seems reasonable 
to guess, therefore, that the disparities shown in the record of published profits 
largely reflect the varying incidence and treatment of investment depreciation 
at the different balance-sheet dates. Aggregate profits for the notional year 
show a fall of £39,000, or 1.1 per cent., but this net decline results from rather 
divergent individual results. Of the eight banks, five showed increases and 

me a fall of the order of 1 per cent.—movements too small to be significant. 
The other two > banks, the British Linen and the Commercial, showed falls of 
about 6 per cent. Needless to say, none of the dividends was altered, but 
there was a power rable increase in allocation of profit to special provisions 
and contingencies, and a proportionately heavy fall in the additions to free 
reserves and carry forward. It should be noted that the accounts of the 


(lydesdale and the North of Scotland banks for end-1949 were made up on 


the very eve of their merger, which took effect on January 1 last. 

This me rger—already fully discussed in THE BANKER*—was, of course, 
the outstanding event of the Scottish banking year. Since the whole capital 
of both these institutions was held by the Midland Bank and since the geo- 
A 00R distribution of their businesses was largely complementary, it had 

ng been considered reasonable that they should be brought together. The 


merger should lead to some economy in administration and, eventually, 





*.See Tur Banker for November, 1949. 
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some reduction in the total number of branches; it will also, incidentally 
make the joint institution the largest of the Scottish banks, or second largest 
to the Royal Bank if one takes account of the latter’s affiliates. The merger 
in effect, took the form of the acquisition of the North of Scotland Bank by 
the Clydesdale; the exact method of fusion was, however, unusual and of 
some technical interest to experts in the art of company fusions. As in the 
case of other fusions, it would be optimistic to expect large economies in th 
early years; although some bankers in both England and Scotland argue that 
Scotland has too many branch banks, any economies from _possibk 
reduction of branches and from reduction of staff can come only gradually a 
existing officers retire. 

No account of the Scottish banking picture would be complete without 
comment on the results of the savings banks, which are of relatively much 
greater importance in Scotland than in the United Kingdom as a whole. The 
showing here is disappointing. As will be seen from the accompanying table 
the expansion of savings bank deposits in Scotland has been at a slower rat: 
than the expansion in the rest of the United Kingdom in each of the past tw 
years. The proportion of total funds accounted for by Scottish savings was 
30.7 per cent. of the whole in 1946, against 27.3 per cent. in November last 


/ 


[his is still much more than double what might have been expected simply | 


on the basis of the relative populations of the areas. 


TRUSTEE SAVINGS BANKS 


Position on November 20 





No. of Deposits Surplus Total Funds 
Scotland : Accounts £ f £ 
1945 1,688,547 213,223,215 5,752,043 218,975,858 
1940 1,713,975 231,072,254 ©,374,553 2 38,046,837 
aa 1,728,500 241,072,301 6,261,557 247,333,959 
1948 re 1,751,375 248,734,629 6,623,075 255,357,704 
1949... , 1,777,013 254,896,845 6,765,966 261,662,811 
United Kingdon 
1945 5,556,172 674,516,294 15,744,335 690, 560,620 
1949 .:- - 55795,195 753,375,575 17,353,952 779,720,527 
1947 ‘ 6,052,096 814,128,330 17,659,046 831,787,370 
1948 .. ‘ 6,415,335 881,729,989 17,977,474 899,751,463 
1949 6,787,726 942,157,135 18,468,139 960,625,274 


It is worth recording, however, that the surplus of the Scottish savings banks 


has now recovered from the inroads made into it by the period of Daltonian 
finance. The proportion of surplus to deposits is now virtually what it was 
in 1945 and is materially higher than for the country as a whole. 

So far as can be deduced from all these figures of Scottish banking and 
from other information, developments in Scotland have been similar m 
character to those in England, but the tempo has been rather different. In 
some of the heavy industries the first signs of recession have been visible for 
some months, but the lighter industries have perhaps been expanding mort 
rapidly than in the south. This process is now nearing completion in the old 
industrial areas, although the problem of improving conditions in the rurd 
areas remains. This problem is now being tackled, assisted both by direct 
Government grant and by electrification (the cost of which is borne by the 
North of Scotland Hydro-Electric Board). But as in the south, the generd 
economic outlook is still obscure and none too encouraging. 
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International Banking Review" 


Argentina 
EITHER Britain nor Argentina exercised its right to denounce the Anglo- 
Argentine Agreement of 1949 by the close of April; the agreement will 
therefore automatically continue in operation during the year to June 30, 
1951. Negotiations between the two countries for the fixing of meat prices and 
trade schedules for 1950-51 have been proceeding in Buenos “Aires. 

The U.S. Export-Import Bank has announced that it is granting a credit of 
$125 millions to Argentina. This is the outcome of prolong. :d economic talks 
between Argentina and the United States. It has been reported that a condition 
of American aid would be the inauguration by Argentina of important reforms in 
the treatment of capital invested in Argentina in the past and other matters. But 
no official indication that major changes in Argentine economic policies are 
contemplated has yet been given. 

The Ministry of Finance has announced new regulations which will permit 
forward operations to be resumed on the Buenos Aires Stock Exchange; a ban 
was imposed on such transactions after the slump in share values early in 1949 
when a number of Stock Exchange firms got int ) difficulties. 

The new regulations stipulate that the Stock Exchange will henceforth 
“ guarantee ’’ every transaction and that 50 per cent. of its annual profits will be 
set aside to form a fund for this purpose. The new regulations require brokers to 
deposit the full value of any spot deal in cash or 2} bo cent. Treasury bonds within 
24 hours of the deal’s completion. In the case of forward dealings, the deposit 
required is not less than 30 per cent. of the amount of the transaction. This pro- 
portion rises on a sliding scale up to 80 per cent., the figure varying according to 
the previous fluctuations of the share in question. The President of the Buenos 
Aires Securities Market has claimed that, as a result of these reforms, ‘“‘ the market 
would in future be able to reflect the economic state of the country ’”’ and that 
“ capital—whether Argentine or foreign—as well as commerce, industry and the 
investor, would have the benefit of an institution which would regulate and 
guarantee all investments ’ 


Brazil 


The directive issued to the banks in November, 1949, placing sterling on the 
same footing as the U.S. dollar and other hard currencies for exchange control 
purposes, has now been cancelled. This development is a result of the marked 
improvement that has taken place in the country’s balance of payments with 
the sterling area during the past few months. 

The Government has set up a Consultative Commission for Trade Agreements. 
The commission will have the task of reporting to the Ministry of Foreign Affairs 
on all questions arising from trade agreements that are being negotiated with 
foreign countries. It is composed of representatives of all ministries interested 
in external trade and of the Bank of Brazil’s Exchange and Import-Export 


Departments. 
Canada 


The Government has announced the formation of a special committee to seek 
means of eliminating or minimizing the obstacles impeding the free flow of Canadian 
investment overseas and of increasing Canadian trade by making more dollars 
available to sterling countries. The committee’s eleven members are drawn from 
Canadian industries and investment institutions. The chairman is Mr. Gordon R. 
Ball, general manager of the Bank of Montreal. 





* Other current international banking news is discussed in ‘‘A Banker’s Diary ’’, on pages 145-150. 
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A new bill to amend the Income Tax Act seeks to withdraw the power of 
the Minister for Revenue to declare undistributed income of any corporation as 
distributed and therefore taxable. The new bill permits a corporation to hold 
undistributed income in a “ surplus’ account for whatever period is chooses; it 
lays down, however, that when a corporation takes steps to capitalize a surplus 
by the issue of shares or other means, it will have to pay a 15 per cent. tax on the 
sum involved. 

The Government is making two new bond issues—a 2} per cent. bond witha 
life of 18 years and a 2 per cent. bond with a life of 4 years—to raise the $745 
millions needed to redeem a 1935 bond issue of $95 millions and the first Victory 


loan of $650 millions. . 
Chile 


Under a new Government decree all inward financial remittances (including 
new capital brought into the country, payment orders, proceeds of insurance 
claims, and so on) will be convertible into Chilean currency in the proportion of 
65.5 per cent. at 60 pesos per U.S. dollar and 34.5 per cent. at 31 pesos per U.S. 
dollar—or at the equivalents of these rates in other foreign currencies. The rate 
for outward financial remittances remains at 60.10 pesos per U.S. dollar, equivalent 
to 168.30 pesos per pound sterling. 


Egypt 
Che final version of the Budget provides for expenditure of £E 196 millions, 
compared with £E 187.5 millions in the previous year. Revenue is estimated at 
£E 171.5 millions against £{E 157.8 millions. The deficit, which is to be “ covered” 
from drawings on the general reserve fund, should thus be £E 24.5 millions, or about 
£E 5 millions lower than last year. Taxation is unchanged, except that the export 
tax on cotton is to be raised from {E 2 to £E 4 per 100 kilogrammes from the 
beginning of next September. 
France 
The Government has proposed the —— integration of Europe's coal and 
steel industries under the control of a common high authority. The proposal, 
which was accompanied by a special ir wits ition to Germany, is that the new ruling 
body should be entrusted with the tasks of nal ‘rnizing production and improving 
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quality, of supplying coal and steel to the markets of participating countries at 
uniform prices, of developing common exports to other countries and of equalizing 
labour conditions in the coal and steel industries of all the participating countries. 

France has obtained a promise of economic and military aid from the United 
States to support her efforts to re-establish peace in Indo-China. This promise is 
a sequel to the visit to Europe of the American Secretary of State, Mr. Dean 
Acheson; the extent of the aid has not yet been decided. 

The French authorities have seer riage the lifting of war-time restrictions on 


trading in, and the possession of, gold in all French colonies exce pt Indo-China. 
Official returns show tha the national debt i icre ased in 1949 by nearly 
Frs. 500,000 millions to Frs. 3,906,000 millions. “he internal debt rose by 


Frs. 273,000 millions to Frs. 2,724,000 millions and the external debt by Frs. 222,000 
millions to Frs. 1,182,000 millions 


Germany 

Negotiations with Britain for the revision of the arrangements governing pay- 
ments between the West German Republic and the sterling area have not been 
successful. It has been decided to defer further consideration of the matter until 
a clear decision has been reached by the O.E.E.C. about the future European 
Payments Union. The chief stumbling block “eH hens the unwillingness of t 
German authorities to accede to the British request for the suspension of tl 
clause in the existing agreement providing for gold transfers when either countr' 
holds more than £7.5 millions of the other’s currency. 

The Allied authorities have withdrawn their veto on the West German income- 
tax law after receiving assurances from the Finance Minister, Dr. Schaeffer, that 
both Federal and State Budgets would be presented in balance and that measures 
against tax evasion would be reinforced. 

The Bank of the German States has granted permission for the resumption of 
forward dealings in foreign « mena. The foreign trade banks are being allowed 
to undertake forward deals based on imports and exports of goods and services. 
Transactions of a purely financial character are not, however, being permitted. 

Dr. Wilhelm Vocke, the chairman of the Bank of the German States (the West 
German note-issuing bank), has stated that, in his view, the preservation of the 
bank’s independence from Government interference would provide the best 
guarantee of the stability of the currency. Dr. Vocke denied that there was a 
serious rift between the bank and the Government, but admitted that wide 
differences of opinion existed about who should have the final say in the deter- 
mination of the bank’s credit policy. The bank is re porte d to have expressed its 
opposition to a proposal that there should be arbitration by an independent body 
in the event of disagreement between the Federal Bank (which is to succeed the 
Bank of the German States) and the Government. Such arbitration, the bank 
believes, would prevent it from fulfilling its function as the guardian of the 
currency. 

Mexico 

The International Bank for Reconstruction and Development has announced 
that it is making a loan of $26 millions to the Mexican Light and Power Compan. 
Part of the proceeds will be devoted to repaying a ak term credit of $10 millions 
granted to the company by the bank in January, 1949. The balance will <n 
utilized to pay for raw materials and equipment needed for new developme: 
projects. The loan, which has been guaranteed by the Mexican Government, * 
for a period of 24 years and carries interest at 34 per cent. plus 1 per cent 
commission. 

A previous agreement reached with the United States E xport-Import Ba 
provided for a loan of $2,740,000 to Mexico to finance a coal-mining and proc cae 
project designed to foster the manufacture of steel. 
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Netherlands 


The annual report of the Netherlands Bank states that further marked progress 
has been made during the past year towards the establishment of internal monetary 
equilibrium. The national income is stated to have risen from Fls. 12,600 millions 
in 1948 to Fls. 14,200 millions in 1949, and to be running now at a level of about 
Fls. 15,000 millions. The total of money in circulation, at Fls. 7,500 millions, is 
described as being in normal ratio to the national income. The report asserts 
that inflationary tension has almost disappeared, but concedes that this is largely 
due to the fact that Marshall Aid grants have neutralized some Fls. 1,000 millions 
of buying power. Industrial production in the Netherlands is said to have been 
materially higher in 1949, although internal consumption was lower. These 
levelopments paved the way for an improvement in the external payments 
position. With exports 41.7 per cent. higher in 1949 than in 1948 and imports 
only 7.8 per cent. higher, the gross external payments deficit was reduced from 
Fis. 1,506 millions in 1948 to Fls. 971 millions in 1949. The dollar deficit was 
Fls. 692 millions in 1949 against Fls. 1,139 millions in 1948 and Fls. 1,764 millions 
in1947. The report criticizes Governme nt spending policies, declaring that serious 
consequences are bound to follow before long unless a better balance is struck 
between normal revenue and expenditure. It asserts that any further increase 
in official spending would be a direct threat to the stability of the guilder. 

An official Foreign Exchange Note states that the improvement in the external 
balance of payments in 1949 has been continued since the beginning of this year. 
It points out, however, that Dutch sterling balances, which were equivalent to 
Fils. 202 millions (or {19 millions) at the end of 1949 have since been exhausted 


and have eb ‘en replace d | by a net debt to the United Kingdom. The swing is stated 
to have been pat ily due to seasonal influences and partly due to the use of sterling 
in sonal dealings. The Note states that the Dutch authorities have co-ope rated 


with the Bank of England in controlling dealings in transferable account sterling 
on the condition that traditional Dutch transit trade would not be interfered with. 


New Zealand 


[he Government has carried out an overhaul of the system of subsidizing living 
costs, in the course of which it has abolished some subsidies and reduced others. 
[he Prime Minister has announced that the adjustments, which have been made 
with the object of cutting Government expenditure, are expected to increase the 
cost of living by about 4 per cent. To minimize hardship the Government has 
declared that it will facilitate any approach to the Arbitration Court by trade 
unions who wish to submit applications for increases in salaries and wages. It 
has also stated that it will take steps to increase the incomes of other sections of 
he public, notably farmers and social security beneficiaries. Although the Govern- 
ment’s move to cut subsidy spending has been generally welcomed by industrial 
and commercial quarters as a step in the direction of financial realism, the proposal 
to allow comp candle increases in incomes has given rise to anxiety; it is feared 
that the net effect of the whole operation may be to add to inflationary pressure . 

Nicaragua 

An official statement on the new exchange control system shows that exporters 
of livestock and agricultural products will in future be granted exchange certificates 
for 20 nd cent. of the local currency proceeds of their foreign exchange earnings. 
These may be sold in the free market and used by authorized importers in payment 
tor less essential goods. Control of the foreign exchange system is to be vested 
in an ‘‘ Exchange Controller ”’, who will have the power to draw up and alter lists 
of enential, semi-essential and non-essential articles and allocate certain propor- 
tions of available exchange resources to each. 








ANKS, you may say, are 


much of a muchness. To 


the daily routine of debits and 
credits, of paying in and draw- 
ing out, they all apply a common 


technique. Figures tell the 


same story of profit and loss 


wherever they may be written. 


And yet, despite this simi- 
larity, this strong family like- 


ness which all of them bear. 


there are some differences, just 
as brothers or sisters, although 


looking alike. are different in 


character, temperament and 


history. 


[t is a curious phenomenon 


of banking that the intangible 


things exercise a profound in- 


fluence on both customer and 


The character of the 


Bank’s 


banker. 


District eervice is one 
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* Much 
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such. It was formed more than 
a century ago when the clustered 
chimneys of industry first dis- 
figured the pleasant northern 


landscape. It was hammered 
out, so to speak, in an atmos- 
phere which was to become 
“a distant smoke by day and 
a distant fire by night.” Poets 
sang laments when they saw 
what was happening, but to 
the sturdy pioneers of thos 
days it was the breath of life. 
And history has recorded that 
the Bank came out strongly on 


the side of the chimneys. 


Thus participation in one of 
England’s most imaginative and 
triumphant enterprises endowed 
the District Bank with a quality 
which, at this distance of time, 


is called tradition. 
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South Africa 


The Union has been notified that the management of oo International Monetary 
Fund has advised the Fund’s governors to reject South Africa's proposals for raising 
the monetary price of gold and for granting gold mn 8 ers free dom to dispose of 
up to 50 per cent. of their output on free markets without restriction. The Union 
Finance Minister, Mr. Havenga, has asserted that the articles of the Fund specifi- 
cally permit sales of gold at premium prices to non-members and to individuals 
He has announced that the South African Government has notified the Fund that 
“it is reserving all rights safeguarded to it by these articles’’. The Minister has 
also declared that ‘“‘ as most members of the Fund have adjusted their own attitude 
with regard to the Fund’s gold policy with an eye to their interests rather than to 
the international objectives of the Fund, the Union must reserve the right to do 
the same’”’. The South African Government intended to watch the course of 
events very closely, ‘‘ bearing in mind that the Union could not in the long run 
carry the greater part of the burden of maintaining the Fund’s policy of exchange 
stability’. The South African Government's obvious annoyance at the attitude 
adopted by the Fund towards its proposals appears to spring largely from dis- 
appointment that nothing is to be done about raising the world monetary price of 

gold. The Union authorities would have diffic ulty in present circumstances in 
siine any increased proportion of South Africa’s gold output on free markets, even 
if the Fund were to give them permission to do so; demand in these free markets 
has lately shown signs of drying up. 


United States 

[The chairman of the Federal Deposit Insurance Corporation, Mr. Maple T. 
Harl, has reported that the 13,436 F.D.I.C. banks showed net profits of $831 
millions in 1949 after payment of $325 millions in income taxes. Profits were 
thus larger than in either 1947 or 1948, but 8 per cent. below the record level 
reached in 1945. More than two-fifths of net profits were paid out to stockholders 
in dividends and interest, giving an average return on total capital invested of 
3.4 per cent. Mr. Harl stated that more than five years had passed without a 
receivership of an insured bank and without any loss being caused to depositors 
in insured banks. This “ marked an all-time peak in the nation’s history for 
bank solvency and depositors’ safety ”’ 

The United States Treasury has asked Congress to approve a bill to 
simplify and expedite customs procedures affecting foreign goods. The 
bill does not materially affect amounts of duty collectable, but changes in 
the method of calculating the levies should result in a net reduction in 
the amount of duty payable on some foreign goods. The official analysis of 
the bill asserts that the amendments will, if adopted, go far to remove the biggest 
obstacles set by the U.S. Tariff Act to the increase of international trade, other 
than those represented by the tariff rates and the complexities of classification 
in the tariff structure. 

A report prepared by the Securities and Exchange Commission shows that 
American business concerns now hold a record amount of liquid assets. Corpora- 
tions are stated to have ploughed back more than half the net profits made in 
1949. Of the amount retained $16,000 millions was spent on expanding plant 
and equipment and $3,000 millions was used to increase reserves of cash and 
Government securities; these consequently rose to $40,000 millions. The average 
American corporation now holds cash and Government securities equal in value 
to 72 per cent. of current liabilities. Net working capital of corporations increased 
by $2,900 millions to $67,000 millions in 1949. The addition to corporate real 
wealth during the year was of the order of $19,000 millions. 
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Appointments and Retirements 


Bank of Montreal—Mr. W. A. Mather, president of the Canadian Pacific Railway Co., Montreal, 
has been appointed a director 

Bank of Scotland— et a Harrower Marr has been appointed an ordinary director 
British Linen Bank— ; Mr D. Bannerman to be manager on retirement of Mr. F. R 


Clydesdale and North of Scotland Bank—dAberdeen, Commercial Road: Mr. J. Gillespie, 
mana and Mr. A. C. Campbell, manager at 46 Market Street, to be joint managers, on branch 
at 46 Market Street being closed. Edinburgh, Leith Walk and Picardy Place: Mr. P. M. Brown, 
manager at Leith Walk, to be manager of these two branches. Mr. A. W. Buchanan, from Gorgie, 
to be sub-manager at Picardy Place 

District Bank—Fleeiwood: Mr. J. R. Marshall to be accountant 

Hongkong and Shanghai Bankins Corporation Mr. Ht A. Mabey to be joint manager in 
London 




















Lioyds Bank—Aldwych, W. Mr. H. W. Stephenson, from Law Courts, W.C., to be sub- 
nager. Amersham-on-the-Hill: Mr. P. H. Stacey, from Mincing Lane, E.C., to be manager on 
retirement of Mr. L. J. Urben. Diss: Mr. W. C. Moorcroft to be manager. Fole : Me C. 
Newton, from Wolverhampton, to be manager on retirement of Mr. E. S. Hitchiner. Hast : 
Mr. W. R. Benham, from Brighton, to be sub-manager. Llandilo: Mr. W n, from New 
Ouav, Cardiganshire, to be manager on retirement of Mr. W. J. Owen. 125 Oxford Street, W 


Mr. J. Nuttall, from Tottenham Court Road, W., to be ae auger. Sandown, Isle of Wight 
(also Be vidge Mr. R. E. G. Leworthy, ym Hast 5s, to be manager on retirement of Mr. 
mo. Po v, MB.E. S h Shields (also High : Mr. T. N. Burt, from Collingwood 
Street tle upon Tyne, to be manager on retirement of Mr. G. Richardson, M.S.M. Stoke 
Ne N.: Mr. W. T. Giffard, from Aldwych, W.C., to be manager on retirement of Mr. 
R. J. M. Olley. Street: Mr. V. R Sk <inner, from Bath, to be manager on retirement of Mr. E. G. 
\ 


Shropshiy Mr. H. P. Deakin, from Shifnal, to be manager on retirement 
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. E. Piper. lise e: Mr. T. H. Jefford, from Yeovil, to be manager in succession 
to M1 \ R. Keetch, who has relinquished this appointment owing to ill health. Wolverhampton: 
Mr. T. F. Edwards, from New Street, Birmingham, to be sub-manager 
Magtine Bank—London District Office: Mr. C. Grant to bean inspector. Jlanchester District Offic 
Mr. I. Buchanan to be an inspector. London—Baker Street: Mr. H. G. a ‘r to be manager: 


iddulph: Mr. W. J. Clemow to be joint manager in succession to the late Mr. F. J. Guest; 
Kingsway: Mr. F. Roberts to be izer; Moorgate: Mr. H. A. Locke to be manager; Soho 
Square: Mr. J. R. Brown to be mar 











Midland Bank—Head Office: Mr. F. H. C. Glover, from 431 Oxford Sti to be a sup 
tendent of branches. 431 Oxford Street: Mr. A. E. J. Morley to be assistant manager. -1bergele 
Mr. E. G. Williams, from Llandudno Junction, to be manager. Birmingham—Temple Rot 


Mr. R. F. Mountain to be assistant manager: Hockley Hill: Mr. F. L. Davies, of West Bromwich, 
» be manager on retirement of Mr. S. Mann. Llandudno, Mostyn Street: Mr. P. W. Morris, of 
Abergele, to be manager on retirement of Mr. ° lughes. Jouth: Mr. H. W. Bale to be 
manager on retirement of Mr. G. H Mr. W. I ards, of Stourbridge, to 
be manager on retirement of Mr. G. C. Wilson. idge, 38 High Street: Mr. R. H. Skinner 
from Temple Row, Birmingham, to be manager. ich: Mr. N. Cuthill to be assistant 
manager. Midland Bank Executor and Trustee C t: Mr. P. McFarle 
from Poultry, to be manager of this new branch 

National Bank of Scotland—Glasgow, St. Enoch Square: Mr. J. Wyper, from Trongate, to be 
assistant accountant. Stirling: Mr. C. N. Galloway, fron 1 Head Office, to be accountant. 
Westminster Bank—Head Office (41 Lothbwi } 2) Mr. D. A. James, from Chester, to be 
an inspector of branches; Mr. W. C. Morgan, of the joint general ‘manager’s dept., Southern 
Control, to be a controllers’ assistant. Malham: Mr. J. S. O'Malley to be manager on retirement 
of Mr. R. W. Lee. Bristol: Mr. C. R. Hudson, from Jersey, to be assistant manager. Chisw 
and Gunnersbury Park: Mr. E. C. Fisher, from Bristol, to be manager. Cricklewood: Mr. H. G 
Andrews, from Eastern branch, to be manager on retirement of Mr. E. P. Dockree Derby 
Midland Road: Mr. E. N. Beasley, inspector of branches, to be manager on retirement of Mr 
A.G. Smith. Enfield, Oakwood (Southgate) and Winchmore Hill: Mr. N.S. White, from Edmonton 
to be manager on retirement of Mr. S. V. Cragg. Gloucester Road: Mr. D. W. Ramm, from Caxton 
House, to be manager on retirement of Mr. U. B. Freeman Hammersmith: Mr. A. D. Hall 
from Chiswick and Gunnersbury Park, to be manager on retirement of Mr. G. Huddle. Pulborough 
and Storrington: Mr. H. F. Folkard, from Tonbridge, to be manager on retirement of Mr. E. C. 
Neighbour. Rusholme: Mr. F. W. Jeckell, from Corn Exchange, Manchester, to be manager on 
retirement, on account of ill-health, of Mr. W. R. M. Dean WValham Green and Fulham: Mr 
W. H, Horscroft, from Mornington Crescent, to be manager on retirement of Mr. C. J. G. Chandler. 
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BURNLEY 


BUILDING SOCIETY 


CENTENARY YEAR 
SPECIAL FACILITIES ARE AVAILABLE FOR 
OPENING SHARE AND DEPOSIT ACCOUNTS 


PAID UP SHARES — CURRENT 9410 
RATE OF INTEREST AND BONUS #4 /0O 


INCOME TAX PAID BY THE SOCIETY 
WITHDRAWABLE £ FOR £ 
FIRST CLASS SECURITY 


London Office : 102-3 HIGH HOLBORN, W.C.1 








THE PROVIDENT ASSOCIATION OF LONDON, 


PROVIDENT HOUSE, 246 BISHOPSGATE, LONDON, E.C,2 









Attractive terms for LIFE ASSURANCE 
Excellent HOUSE PURCHASE facilities 








Favourable rates for 
GUARANTEED CAPITAL ANNUITIES 


CLAIMS PAID—£23,000,000 









TO BANK MANAGERS 
Please consult us—we have been established 
— regarding your customers’ 
SILVER, COINS and MEDALS. 


We will gladly advise you free of charge 


SPINK & SON. LTD. 
By Appointment 


Medallists to 5,6 and 7 King Street, Tel.: WHitehall 5275 
H.M. The King St. James’s, LONDON, S.W.1 











National Savings 
(£ millions) 
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Savings | Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(met) (net) (net)* Small (net) (net) (net)* Small 
1946 I. 13.2 62.0 120.7 195.9 1948 Nov. . - 2.9 = 2.2 8.0 3.6 
. ee I.0 95.9 90.3 233.3 Pe... +23 £8.59 = G6 = 24:9 
TIT .. - 1.2 13.4 35-6 47.8 1949 Jan. 3-7 - 0.8 25.7 28.6 
IV .. 10.8 17.9 11.8 40.5 Feb. 2.3 0.3 16.0 18.6 
1947 I — 39-7 20.4 27.0 87.1 Mar. - I.3 - 0.9 10.5 10.9 
- 40.3 = 3.7 = 10.6 17.0 April . 1.0 oO.I 6.7 10.8 
mi .. 2.7 - 19.8 2.9 — 14.2 May .. -0.6- 0.5 2.9 1.8 
Vv a 16.4 —- 25.1 17.2 8.5 os * - 1.9 — -—-4.0- §.9 
ay .. =2.9 = 2.2 =— 6.6 = 19. 
a ae 29.4- 29.9 54.6 54.1 _— Bis mie ee - 33 
ae — 2.3 — 31.2 13.7 — 19.8 Se i , j 
> ept... - 3.0 —- 2.0 7.2 2.3 
i aa — 4.5 — 20.3 6.4 — 18.4 
IV «ane 8 ea Cet. «1 ~*~ £6— £5 ye 4.6 
eis ms 5 “3 +t Oy... =3.8= 2.9 1.8 -— 3.0 
iyo I. 7-3- 1.4 52.2 58.1 Dec. .. -— 4.2 - 1.9 -12.7 — 18.8 
II .. -1.5- 0.4 8.6 0.7 1950 Jan. .. -0.6- 1.8 17.6 19.2 
Wl .. -7.6- 4.8- 2.7 - 15.1 Feb. .. ~—3.2- 2.6 13.0 7.2 
IV... =-89- 5.1 = 3.2 -— 17.2 Mar... -—1.7- 4.7 6.0 - 0.4 
19590 I .. -—5-5- 9.3 36.6 22.0 April.. - 2.5 — 3.2 8.7 4.30 
* Including Release Benefit Accounts from July, 1945 
Ordinary Revenue and Expenditure 
Year to Ord. Ord. By Ord. Ord. 
P Mar. 31: Exp. Rev. Deficit Quarters: Exp. Rev. Deficit 
£m. £m. £m. £m. £m. ém. 
1938 ei 898.1* 872.6 25.5" 1946 IV .. 861.1 738.6 122.5 
1939 «+ 1094:5" 927.3 127.5 1947 I... 1228.9 1261.5 32.6f 
1940 .. 1809.7* 1049.2 760.5* It .. 619.8 840.1 220.3f 
1941 .. 3867.2 1408.9 2458.3 III .. 808.3 807.5 0:7 
a fies BY 3% 736.1 761.5 25.4f 
1942 < Ste 2074.1 2701.6 it Pine cated Pe 
e > a5 28 oe e e e 
943 0 -- «9683-2 += 2889.9 2803.3 II .. 613.8 794.8 181.0+ 
1944 -. 5788.4 3038.5 2749.9 III :. 751.4 831.7. —«*8 0. 2¢ 
1945 -- 6057.8 3238.1 2819.7 W.. Fot.a 802.7 11.3+ 
1946 -» 5474.8 3284.5 2190.3 1949 ee 996.2 1577-9 581 oat 
1947 ++ 3910.3 3341.2 569.1 il... 754.0 750.7 2.8t 
1948 —» Saae.2 3844.9 657. 8t a . 833.0 820.7 23.3 
1949... «S-3152.8 4006.6 853.8t IV .. 323.7 811.0 12.7 
1950 .. 3356.6 3924.0 567.4t 1950 I.. 946.0 1536.3 590.3f 
*Allowing for loan expenditure. f Surplus. 
Floating Debt 
May 21, April 22, April 29, May 6, May 13, May 20, 
1949 1950 1950 1950 1950 1950 
Ways and Means Advances: £m. £m. fm. {£m fm £m. 
Bank of England ae - —- - 4.8 — — 
Public Departments .. 322.8 447.6 436.3 420.0 416.2 437-9 
Treasury Bills: 
Tender .. . rs 2210.0 2920.0 2930.0 2960.0 3000.0 3020.0 
Tap ; «» 2244.2 1959.2 1917.9 1872.9 1865.4 1839.4 
Treasury deposit receipts .. 1139.5 455-0 455-0 430.0 410.0 410.0 
5916.5 5781.8 5739-2 5687.7 5691.6 5707 .3 
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BANKING STATISTICS 
















































- Treasury Deposit Receipts 
~ Raised Redeemed Outstanding+ 
= £m. £m. £m. 
1948 June 30* . : 269.0 178.0 1468.0 
i F Sept 30 : ‘ 550.5 452.0 1449.5 
ie Dec Se x ; 260.0 181.0 I51I.0 
<a 1949 March 31 .. 274.5 158.5 1135.5 
"Fe June 30 ; ‘ : 298.0 194.0 1243-5 
5 ene. 20 .. — 258.0 gII.o0 
S 2 Oct. 20 re 50.0 183.0 778.0 
wae Nov. 26 .. ‘ 185.¢ 208.5 754-5 
—— se Dec 31 ; ; 260.0 142.5 872.0 
28 a 1950 Jan. em .. a , — 288.5 583.5 
wits Feb eee — 89.0 494-5 
a} ° March 31 ‘ P os 29.5 405.0 
vou ae April 29 50.0 60.0 455.0 
—|. * Periods ended on last Saturday in each month, except at final month in each quarter. 
0 + The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
Nios 1949 Net New 1950 Net New 
eb Week ended Raised Redeemed Borrowing Week ended Raised Redeemed Borrowing 
S| 3 Nov. 19 75.0 74 .¢ 1.0 Ped. 25 «.. -- 3.0 —- 3.0 
“a 1 a6 ..: 30.0 29.1 1.0 ee 
a ¥ Dex 3 70.¢ 39.0 31.¢ “iar. i — —— = 
Tio 10 40. 22.5 17.5 ‘ oa _ ee 
aoe 19 .. 160.0 43.5 56.5 ” iS 5 wag =a <a 
Cols 24 50.0 21.5 28.5 » 25 a ee 79°? 
8 ‘ 31 ~- 16.0 - 16.0 April 1 - - _ 
_- * I 50 = bad — auees — 
O14 Jan. 7 — 42.0 — 42.0 15 a 6.5 eB 
hd ” 14 i 63.0 - 03.0 22 25.0 28.5 - 3.5 
pd , aa — 527-5 —117.5 29 25.0 25.0 ~~ 
we eo 28 a 66.0 - 66.0 
» 3 Feb. 4 = 38.5 — 38.5 May 6.. 20.0 45.0 — 25.0 
Ball F a II _— 1.0 << Se a 13 30.0 50.0 - 20.1 
oe mt 18 — 46.5 — 46.5 20 40.0 40.0 — 
S e | * Unofficial figures. 
oe 
“al i . 
nis Britain’s Gold and Dollar Reserves 
o\¢ (Millions of U.S. dollars) 

Bt 4 Net Financed by : Reserves 
——| 5 Deficit — —— —- at end of 
~ 1g Years and U.S. and Purchases S. African Change Period 

ols Quarters Canadian from Gold E.R.P. in 
8 y Credits I.M.F. Loan Reserves 
NS] 1946 or oe 908 1123 — — — + 220 2696 
m1 1947 ie os rar 3273 240 -- -- — 618 2079 
Die 1940 : 
PB - A. a me 595 345 88 325 — + 162 2241 
. be - i. 434 ; 16 — 89 — 321 1920 
£ IIT - a 306 — _ - 163 — 143 1777 
¢ IV i a 375 - 24 — 430 79 1856 
© cnagici ee ‘aii oe oiesbaas ins tea 
i} Total, 1948 ... 1710 352 128 325 682 — 223 1856 
6 1949 : 
4 » I ¥5 ss 330 30 32 — 325 + 56 1912 
<5 II ; bis 632 30 - — 340 — 262 1651 
oO III a ia 539 29 — — 284 — 225 1425 
em ¥ IV ane 31 27 20 — 246 + 263 1688 
if —_s sacs 
: Total, 1949... =—-1532 116 52 — 1196 — 168 1688 
1950: 


I _ -+ + 40 27 _ — 229 + 296 1984 
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LA SOCIETE GENERALE 


Société Anonyme 


BANQUE DE DE BELGIQUE | 


Montagne du Parc, Brussels, Belgium 
























































{ 
THE LEADING BELGIAN BANK WITH 128 YEARS OF EXPERIENCE 
BALANCE SHEET as per December 3ist, 1949 
> 
LIABILITIES ASSETS 
CuRRENT LIABILITI CuRRENT ASseTS 
Belg. Fr. * Belg. Fr. * 
re Cash, National Bank, Postal-cheque I 
‘ r secured creditors account oe ; 938.506.610,48 4] 
atior sank ~~ Call Money 425.000.006,00 t 
ther creditor 18.592.965,1 Due from Banks : oa 482.901.173,86 ¥ 
——__—_———_— 18.592.965,13 Branches and Banking | Afi liates 440.738.373,39 Vv 
Banks 707.782.428,93 Other short term assets 477.654.104,67 { 
Branches and Banking Afhliates 269.003.199,28 Bills : x 
Acceptances 3.2 3 (a) Trade bills .. 855.684.458,98 £ 
Other short term liabilit 295.814.654,94 (6) Treasury bills q h 
I ved for collecti §96.807.856,24 rediscount- +] 
d curren nts: able with the 
I National Bank 2.550.000.000,00 
) Treasury Bills 
"s noti 873-483.004, negotiable ] 
tha 1e with the Na- 
notice 2.221.925.85 tional Bank up if 
- aa 9.095.408.864, 33 to 95% 8.299.000.000,00 ; £ 
Asnounte callable on eubectitied ; ————_—————_ 13.705.284.458,98 t 
t ation. 23.414.220,00 Loans and advances against securities 182.255.748,50 7 
S 5 : 275.805.909,45 ustomers’ »tances liability 1.231.248.208,83 
- -- Acco unts receivable 3-995.268.154,24 
c l lit >3.814.478.317,18 Securities : 
a) Legal reserve. ).000.000,00 
5) Bel gian Govern- s) 
CaPITAL AND RESERVES ment securi- m 
ties 2.434.081.632,05 v 
Capital 500.000.000,00 c) Foreign Govern- t 
a. §0.000.000,00 ments securi- h 
r 502.478.644, 31 ties 5.233.501,00 
from revaluati f d) Bank shares 476.815.826,00 c 
ortfolio 172.521.355,69 (e) Other securities 224.871.368,00 Ae 
—— —— 3.191.002. 327,05 Vv 
ot nd | 2 00,00 Sundry assets 34- 459.612, 42 i 
otal ¢ t Assets 25 104.318. 772,42 € 
Baa? F PROFIT A Loss A UN t 
Fixep Assets 3 
B € reward from 1948 .. ).35 37,0 . 
p . - Bank premises ia ‘ I10.000.000,00 d 
sid st — F ms Las Orti Investments in real estate subsidiaries 1,00 
, il 4 : . Due from real estate subsidiaries 1,00 a 
tal Fixed Assets oe I10.000,.002,00 
CurRRENT LIABILITIES 3-814.478.317,18 
CAPITAL A RESERVE 1.225.000.000,00 CurRRENT ASSETS 25-.104.318.772,42 . 
BALA ROFIT A Loss A/c. 174.840.4 24 Fixep ASSETS I 10.000.002,00 t 
oe wiry uN 
25.214.318.774,42 25.214.318.774,42 4 
ss 140 fr E 
CONTINGENT ACCOUNTS I 
Assets [ d as era k 
for n ount, to the National Bank (unused line of credit 2.1 10.000.000,00 U 
for ¢ others 12.769.008,00 - 
——_—___——__ 2.122.769.008,00 . 
Securities | d as guarantee for own yunt 15.759.000,00 a 
Guarantees received . 7.642.930.856,09 t 
Guarantees n for t thers 2.754-494-776,07 Cc 
Bills r 844.766.919,81 
Forward tior 486.203.089,90 f 
Securitie ife dy 48.347.340.184,48 t 
Monetar rm Loan (law of 14.10.1945, Art. 1 
2 t rivate holders 9.049.222.599,65 
e of tax-collectors 837.579-457,08 
——_—___—__—_ ).886.802.056,73 
Sundry accounts 2.722.428.754,29 7 
s 
Approved by the Board of Directors, February 28, 1950 Verified by the Auditors. ; a 


Principal Correspondent in London: BANQUE BELGE POUR L'ETRANGER( OVERSEAS) LIMITED, 4 Bishopsgate, E.¢.2 
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THE UNION BANK OF 
SCOTLAND 


BIG INCREASE IN ADVANCES 


LORD BILSLAND ON ECONOMIC 
CONDITIONS 





Bank 
Glas- 


HE Annual Meeting of The Union 
of Scotland, Limited, was held at 
gow, on May 24. 

The Right Honourable Lord Bilsland, M. C., 
L., LL.D., Chairman of the Board, said tha 
the balance sheet showed a total of $84,157,000, 
which compared with £82,440,000 the previous 
year, an increase of 41,717,000. Deposits at 
{70,388,000 showed a moderate increase of 
£667,000, and notes in circulation were £280,000 
higher at {7,220,000. During part of the year 
their deposits had attained higher figures than 
were shown at the date of the balance sheet. 
On the assets side, cash, money at call and 
short notice, Treasury Bills and Treasury 
Deposit Receipts, amounted in all to 
{21,700,000, which represented 28 per cent. of 
the Bank’s liability in respect of deposits and 

notes in circulation. 
\ NOTEWORTHY FEATURE 

The most noteworthy feature of the balance 
sheet was the increase in loans and advances, 
which at 419,060,000 were £4,835,000 highe: 
than last year. The high level of prices, the 
heavy burden of taxation, and the scaling down 
of the financing of trading commitments by the 
Government to which he had referred in pre- 
vious years, had made a substantial increase 
in advances inevitable. The country’s present 
economic stringency, however, made it impera- 
tive that advances by the banks should be 
confined to providing finance for strictly pro- 
ductive purposes, and that facilities should 
not be granted for speculative buying oi 
securities or com modit t1es. 

The costs of administration and the in- 
cidence of taxation continued to be heavy, but 
these had been offset by the earnings from the 
increased advances, and the profit for the year 
of £246,200, which was arrived at after making 
provision for every known liability or contin- 
gency, represented an increase of ne arly £4,000. 
It had been thought advisable to set aside 
£80,000 as a reserve for contingencies and the 
usual allocation of £40,000 had been made in 
respect of their hability for pensions and 
allowances. After giving effect to these alloca- 
tions and prov iding for the dividend of 18 per 
cent. recommended by the Board, the carry- 
forward amounted to £172,500, an increase of 
over {7,000 on the previous year’s figure. 

YEAR OF ECONOMIC CRISIS 

The year 1949 was a year of economic crisis 
—the most serious in a succession of crises 
since the war. In the third quarter of the year 
4 marked deterioration had taken place in the 
position of our balance of payments, which led 





1] 


to devaluation of the pound sterling 
tember of that year. The extent to which we 
had been living since the war on the proceeds 
of gifts and loans from the U.S.A. and Canada 
had never been adequately understood by the 
mass of the people in this country, but the 
crisis reached in September had brought us face 
to face with the reality oi our position. 

From the beginning of 1947 to the date of 
devaluation the gold and dollar deficit of the 
whole sterling area had reached the very large 
total of $7,325,000,000. This had been met by 
American and Canadian credits and Marshall 
\id to the extent of $5,350,000,000, by the 
International Monetary Fund to the extent of 

$725,000,000 and, as regards the balance, from 
our gold and exchange reserves. 


in Sep- 


EFFECT OF DEVALUATION 

rhe only alternative to devaluation last Sep- 
tember was an immediate and very severe 
reduction in our standard of living. The 
consequence of devaluation was to reduce the 
selling price of many of our exports and so 
apparently to enable us to compete more 
effectively in dollar markets. But there were 
other consequences. To earn dollars at the 
same volume as before devaluation it had 
become necessary to increase the volume of 
exports pro rata to the extent of devaluation, 
and therefore to earn more dollars than before 
devaluation it had become essential to achieve 
a very marked increase in our dollar-earning 
capacity. Furthermore, devaluation had also 
raised the prices of many essential imports, 
which to some extent off-set the advantage of 
devaluation gained for some of our principal 
dollar exports. Finally, it had tended to raise 
the cost of living in this country and so 
affected adversely our general level of costs. 

Devaluation, forced on us by the weight of 
adverse circumstances, had provided not a cure 
for our difficulties but had introduced a breath- 
ing space in which to restore our position. The 
time available to us was short—a period of 
two vears, during which we hoped, but could 
not be assured, that Marshall Aid would 
continue. The task was indeed a heavy one. 

EXPORTS 

The economic survey for the United King- 
dom for 1950 indicated that a substantial in- 
crease in the volume of exports should take 
place this year, but the improvement in our 
balance of payments was expected to arise 
mainly from a reduction in our dollar imports. 
The total volume of exports for the first quarter 
of 1950 was not yet eo but it was antici- 
pated that it would show an increase of about 
10 per cent. over the corresponding period last 
year. 

It was clear that unprecedented efforts must 
be made to increase productivity in this coun- 
try in order to achieve the much larger volume 
of export trade required, without sacrificing the 
position in our old markets, and that every 
effort must be made to produce more goods 
suitable to the dollar markets at prices they 
were prepared to pay. We might take en- 
couragement from the fact that there was 
undoubtedly a more receptive attitude in 
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that the recent conference of Foreign Secre 


untry might result in 
and understanding and in 
th strengthen of the forces resistiny 


trices held in this 

loser co-operation 

goression 
NATIONAL EXPENDITURI 


outstanding f re the 
| the Chancel t Exchequer on 


Budge 
iS was its t that our 
tational expenditu 

rnment, wa - im exe whi the 
ndustry th 


mort Cone 


Gove 


without 
commitment 
evel ‘ venue whict 


ady beginnin 
taxation, whicl 


onal 


m profits re-employed 

siness, a nost vitally 

ntive trom yvorkers alike 
1e principl naintaining our social set 
t the highest stand: we could afford 
rally pted it they could b 
ined onl y a hea - economy Re 
trenchment was always difticul it the ulti 
mate effects of expenditure beyond our capacity 


removed 
lent and 


was eT 


would inevitably be 
appeared to be a 
yart Of Tt 
our Sttuati 
o rectity 
‘The 
dividend ; 
declared. 


HAMBROS BANK 


[INCREASED BUSINESS 


MR. R. OLAF HAMBRO'S 
STATEMENT 
uunual general meeting ot Hambros 
-d will be held on June 8 ig 
lon 

following is an extract irom the state. 
t the chairman, Mr. R. Olaf Hambro, 
culated with the report and accounts for 

the year to March 31, 1950 
Firstly will be observed the large expansion 
tothe total of the balance sheet. This is brought 
about by the increase (a) in deposits and (b) in 
icceptances; both these figures denote increased 
business, but in comparing the figure of 
acceptances with previous years one has to 
take into consideration the increased cost ig 
pounds sterling of the merchandise financed, 
\ large percentage of our accounts relates 
» our business in Norway, Sweden, Denmark 
and Finland, which shows that the old estab- 
lished business of the Bank with these countries 
is again very active, and is a gratifying proof 
value of old friends and connections, an 
vyhom it is our good fortune to 


of the 
abundance 0 
possess 

Our Associated Company in the United 
States has increased its activities during the 
year, and since its inception, has contributed 
to the export drive for hard currency countries 
i very Satistactory figure, amounting to over 


$6,000,000. 


HANDICAP OF EXCHANGE CONTROLS 


Our business in Central Europe continues to 
« limited by the difticulties of Exchange 
Controls, the existence of which we recognise 
» be in some degree necessary, but the adminis- 
which I venture to maintain is much 
interpreted. in all countries these 
ide and international 
rood relations and are an important factor ia 
estraining the peaceful deve lopment of the 
No friendly relations between peoples 
be truly re-established until each country 
can freely pt the currency of its neighbour. 
Nothing is so resented bv the inhabitants of 
one country as the refusal of its neighbour to 
pt its currency or alternatively to nego 
tiate only in terms of deflated values. I think 
this is an aspect of the general situation which 
studied by economists and by 
those who guide our destinies. 
With regard to the Profit and Loss Account, 
he profits of the Bank are in excess of those 
of previous years, but increased taxation and 
the ever-increasing cost of running a business 
such as ours create a considerable burden and 
have reduced our net profit to a slightly lower 
figure than last year 
My thanks are again sincerely extended to 
the Management and Statf for their loyal and 
unswerving support. It is due to them and to 
them only that the Bank is able to handle 90 
large volume of business 
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